HOME LOAN GUARANTY PROGRAM AND DRAFT
LEGISLATION TO ENHANCE THIS PROGRAM

HEARING

BEFORE THE

SUBCOMMITTEE ON
HOUSING AND MEMORIAL AFFAIRS

OF THE

COMMITTEE ON VETERANS' AFFAIRS
HOUSE OF REPRESENTATIVES

ONE HUNDRED THIRD CONGRESS
SECOND SESSION

JUNE 30, 1994

Printed for the use of the Committee on Veterans’ Affairs

Serial No. 103-54

&

U.S. GOVERNMENT PRINTING OFFICE
83-241cc WASHINGTON : 1994

For sale by the U.S. Government Printing Office
Superintendent of Documents, Congressional Sales Office, Washington, DC 20402
ISBN 0-16-046446-3



COMMITTEE ON VETERANS’ AFFAIRS
G.V. (SONNY) MONTGOMERY, Mississippi, Chairman

DON EDWARDS, California BOB STUMP, Arizona

DOUGLAS APPLEGATE, Ohio CHRISTOPHER H. SMITH, New Jersey
LANE EVANS, Illinois DAN BURTON, Indiana
TIMOTHY J. PENNY, Minnesota MICHAEL BILIRAKIS, Florida

J. ROY ROWLAND, Georgia THOMAS J. RIDGE, Pennsylvania
JIM SLATTERY, Kansas FLOYD SPENCE, South Carolina
JOSEPH P. KENNEDY, II, Massachusetts TIM HUTCHINSON, Arkansas
GEORGE E. SANGMEISTER, Illinois TERRY EVERETT, Alabama

JILL L. LONG, Indiana STEVE BUYER, Indiana

CHET EDWARDS, Texas JACK QUINN, New York
MAXINE WATERS, California SPENCER BACHUS, Alabama
BOB CLEMENT, Tennessee JOHN LINDER, Georgia

BOB FILNER, California CLIFF STEARNS, Florida
FRANK TEJEDA, Texas PETER T. KING, New York

LUIS V. GUTIERREZ, Illinois
SCOTTY BAESLER, Kentucky
SANFORD BISHOP, Georgia

JAMES E. CLYBURN, South Carolina
MIKE KREIDLER, Washington
CORRINE BROWN, Florida

Mack FLEMING, Staff Director and Chief Counsel

SUBCOMMITTEE ON HOUSING AND MEMORIAL AFFAIRS

GEORGE E. SANGMEISTER, Illinois, Chairman

SANFORD BISHOP, Georgia DAN BURTON, Indiana
MIKE KREIDLER, Washington FLOYD SPENCE, South Carolina
G.V. (SONNY) MONTGOMERY, Mississippi = STEVE BUYER, Indiana

()



CONTENTS

OPENING STATEMENTS

Chairman Sangmeister .............cveerrerneneritneeneeeeresses et sieesee s ststssesessseses
Hon. Dan BUurton ..........coieevviiiinenennenieeisnesseseseessssesiseaseses

WITNESSES

Adams, Rick, Vice Chairman, Public Policy Coordinating Committee, National
Association of REaltors .......ccccceviiiiiiiniiieiinnconiieenisierennssessesessensessesones
Prepared statement of Mr. Adams
Avent, Raymond, Deputy Under Secretary for Benefits, U.S. Department
of Veterans’ Affairs, accompanied by Keith Pedigo, Director, Home Loan
Guaranty Program ..........ccecvenceinnninne
Prepared statement of Mr. Avent
Cline, MSGT Michael, (ret.), Executive Director, Enlisted Association of the
National Guard of the United Stated .........c.coccvveiinecerrienenrinnrenienesseeseninees
Prepared statement of Sergeant Cline ............cccvveinresencrnereensenrsresrisessesrenne
DeCesaris, Geaton, Jr., President, Washington Homes, Inc., Landover, MD,
National Association of Home Builders ........c.ccococvvievninvnnnncveneeceernreenernnn,
Prepared statement of Mr. DeCesaris ..........c..cccvceerverenresceinianmseersensersensennnens
Grandison, Terry, Associate Legislative Director, Paralyzed Veterans of Amer-
BCB iiviieiierienierieeeeserssessessessaeasacsssreeseensesesnsertstestesteseaseneeseseestaseseatastseerensestastassnseniaess
Prepared statement of Mr. Grandison ..........c.cccviiiimeirenesineresnecensssenn
Hollingsworth, Kimo, Assistant Director, National Legislative Commission,
The American Legion ...........cccueoiiiieniiininiciinenieres oo
Prepared statement of Mr. Hollingsworth .........cccoccvvrveerinrrcenneneniinecinennee
McCord, Ron J., President, American Mortgage and Investment Company,
Oklahoma City, OK, Mortl\%age Bankers Association .........cccoeerniniiciiininnn,
Prepared statement of Mr. McCord ..........cccovvrivnmeinserniensineniiiesnasionn
Rhea, Larry, Deputy Director, Legislative Affairs, Non Commissioned Officers
ABSOCIALION ..ieviviiiiiiiiiiiieciiieie e reteestese e etesrsestbesaessaesaessrsanesstessssesessneesaesanaseren
Prepared statement of Mr. Rhea .........ccocvviivinenncnneniieniennennninnis s
Schwartz, Linda, Acting Director of Government Relations and Chair, VVA
Veterans Affairs Committee, Vietnam Veterans of America
Prepared statement of Ms. Schwartz .........ccccocvevvcevecnnnncniec e
Surratt, Rick, Associate National Legislative Director, Disabled American
VELETANS ....ccueereeeererreccirerncerirererteseeenieensensestesseessesaessessersnsstosmeseesisensstossessassossessines
Prepared statement of Mr. Surratt .......c.ccccocvvceniienenienvenrenirrcenenenceseenses

MATERIAL SUBMITTED FOR THE RECORD

Statement:

Reserve Officers Association of the United States .........ccococervreervievinenenennnes
Written committee questions and their responses:

Chairman Sangmeister to Department of Veterans Affairs ............cocoeerreenne

(1)

28
78

37

23
63

30
83

20
58

18
52

32
86

25
72

15
54

17
49

70
92






HOME LOAN GUARANTY PROGRAM AND
DRAFT LEGISLATION TO ENHANCE THIS
PROGRAM

THURSDAY, JUNE 30, 1994

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HOUSING AND MEMORIAL AFFAIRS,
COMMITTEE ON VETERANS’ AFFAIRS,
Washington, DC.

The subcommittee met, pursuant to call, at 9:33 a.m., in room
334, Cannon House Office Building, Hon. George E. Sangmeister
(chairman of the subcommittee) presiding.

Present: Representatives Sangmeister, Kreidler and Everett.

OPENING STATEMENT OF CHAIRMAN SANGMEISTER

Mr. SANGMEISTER. The subcommittee will come to order.

As all of you that are here probably know by now, last night, con-
trary to the original plans, the House completed its work and ev-
erybody is heading back for the district work break, as we call it,
so I don’t anticipate—maybe one other Member may be showing up
for the committee today because practically everybody else, are
making their arrangements or on their way home already.

This morning’s heariniois going to focus on the Department of
Veterans’ Affairs Home Loan Guaranty Program. We will discuss
the overall state of the program and focus on a draft bill which con-
tains several enhancements, and I presume most of you have seen
the draft bill that we have prepared here.

QOver the last several years, enacted laws have had a significant
and positive impact on the VA’s Home Loan Guaranty Program—
achieving a sounder financial base, diminishing the need for appro-
priations, and imﬁroving the home loan benefit for more veterans.

This morning the VA will discuss the sale of loan assets, includ-
ing the way such assets are marketed, the most recent results of
loan sales, and plans for future sales. I am also interested in hear-
ing about the VA’s efforts in the servicing and property manage-
ment functions. Servicing and property management are vital parts
of the Loan Guaranty Program, needing our careful oversight and
attention. I am satisfied by the progress that has been made in the
loan guaranty area in the past few years and hope that my draft
bill, if enacted into law, will strengthen it further.

We are hoping to schedule this bill for subcommittee markup on
or about July 21. Essentially what my bill does, is extend ?oan
guaranty eligibility for Reservists discharged because of a service-
connected disability and surviving spouses of Reservists who died
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while on active duty. It also contains authority to refinance adjust-
able rate mortgages to fixed rate mortgages at little or no cost to
the veteran, permits a veteran to simultaneously include energy ef-
ficiency improvements in an interest rate reduction refinancing
loan, and amends the minimum active duty service requirement for
loan guaranty purposes as a result of a reduction in force.

And lastly, the bill permits the VA to accept a foreclosed property
notwithstanding an overbid by the lender. It simply gives the VA
some flexibility when an administrative error occurs. And I want
to emphasize that the guaranty computation does not change in
this proposal—neither increases the veteran’s debt nor the costs to
the Government. According to the Congressional Budget Office, the
costs associated with this bill are insignificant.

The ranking member on the committee, Mr. Burton, is unable to
be here this morning, and he has left with me the remarks he
would like to be put in the record. If you bear with me, I will read
them into the record at this time.

This is Mr. Burton.

“Thank you, Mr. Chairman. In your opening remarks you men-
tioned how this subcommittee has initiated several changes to Fed-
eral law that would put the VA’s Loan Guaranty Program on a
sounder financial base. After reading the statements of the VA and
the veterans’ service organizations which were prepared for today’s
hearings, it appears that this is indeed true. I was particularly
pleased to read that defaults for the first half of 1994 are down 13
percent from those reported in 1993 and down 21 percent from
1992. Foreclosures, for the first half of 1994 are also down 10 per-
cent from those reported in 1993 and down 28 percent from 1992.”

Then he was, if here of course, going to be looking forward to
hearing the testimony of the witnesses.

So d‘we will put the written portion of that also as part of the
record.

[The prepared statement of Congressman Burton follows:]

PREPARED STATEMENT OF HON. DAN BURTON

Thank you, Mr. Chairman. In your opening remarks you mentioned how this sub-
committee has initiated several changes to Federal law that have put the VA’s Loan
Guaranty Program on a sounder financial base.

After reading the statements of the VA and the veterans’ service organizations
which were prepared for today’s hearings, it agpears that this is indeed true. I was
particularly pleased to read that defaults for the first half of 1994 are down 13 per-
cent from those reported in 1993 and down 21 percent from 1992. Foreclosures, for
the first half of 1994 are also down 10 percent from those reported in 1993 and
down 28 percent from 1992.

Mr. Chairman, I am looking forward to hearing the testimony of our witnesses
and their views on your draft bill, which will extend loan guaranty elibility to Re-
servists who were discharged because of service-connected disability and to surviv-
ing spouses of Reservists who died while on active duty.

Mr. SANGMEISTER. We obviously want to move our hearing along
todgay, gnd with that, why don’t we get right to the first panel,
which is Mr. Raymond Avent, who is deputy undersecretary for
benefits, and accompanied by our good friend Keith Pedigo, director
of the Home Loan Guaranty Program.

Welcome to you both. As you know, the purpose of this hearing
this morning is to bring myself and the committee up to date as
to what has been going on since the last time you reported to us
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on the home loan guaranty area, and we have your written testi-
mony, and you can expand or condense that. enever you wish.
Mr. Avent.

STATEMBNT OF RAYMOND AVENT, DEPUTY UNDER SEC-
RETARY FOR BENEFITS, U.S. DEPARTMENT OF VETERANS’
AFFAIRS, ACCOMPANIED BY KEITH PEDIGO, DIRECTOR,
HOME LOAN GUARANTY PROGRAM

Mr. AVENT. Thank you, Mr. Chairman. I am pleased to be before
you today and to discuss the operation of the Department of Veter-
ans’ Affairs Loan Guaranty Program, and, with your approval, I
would like to submit my full statement and just give a brief sum-
mary of some of the information that is there.

Mr. SANGMEISTER. Proceed, without objection.

Mr. AVENT. Thank you, and, as you mentioned Mr. Pedigo is
with me, who is the director of the loan guaranty service at DVA.

Mr. Chairman, first I would like to bring you up to date on the
current activity of the Loan Guaranty Program. As a result of the
low mortgage interest rates and recent program improvements, the
number of VA guaranteed home loans made this year has increased
significantly. Current projections are that we will guarantee over
600,000 loans this fiscal year. This would rank as the second larg-
est yearly volume in VA history, second only to the 640,000 loans
guaranteed in 1947. Over half of the loans guaranteed were inter-
est rate reduction refinancing loans.

Even with the unprecedented loan volume, we have been able to
process certificates of reasonable value on a very timely basis na-
tionwide. This year 90 percent of all CRV’s issued to date were
processed within 20 days of the request, which is the established
timeliness standard.

I am pleased to report that the trend in defaults and foreclosures
is downward. Defaufts reported during the first half of this fiscal
year were down 13 percent from the same period last year. Fore-
closures for the same period are down 10 percent from last year.

Mr. Chairman we continue to emphasize our program to provide
delinquent veteran borrowers with personal supplemental loan
servicing. These efforts assist veterans to retain homeownership
and mitigate our program losses. As a direct result of these efforts,
we realized savings of nearly $78 million in fiscal year 1993 and
nearly $38 million for the first half of fiscal year 1994.

VA'’s inventory of properties reached an all time high of 25,000
in 1988. Since that time, we have focused on a steady measured
reduction in the inventory. We are acquiring fewer properties, and
consistent sales efforts by our regional offices have reduced the in-
ventory to under 12,000 properties on hand as of the end of May
1994. Property sales this year have generated over $1 billion in
revenues for the revolving i?l,mds.

Mr. Chairman, you asked that our testimony address loan asset
sales. A major success in that area is the Vinnie Mac securities
program which was launched in June of 1992. Sales under the pro-
gram have been continued for fiscal years 1993 and 1994 as au-
thorized by Public Law 102—-547. Analysis of the Vinnie Mac offer-
ings indicate that we have received significantly better prices for
guaranteed Vinnie Mac mortgage securities than those obtainable
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through the prior American Housing Trust. Total increased pro-
ceeds to VA on the $3.4 billion of Vinnie Mac sales to date are esti-
mated to be more than $55 million.

My next area of discussion is Loan Guaranty staffing. The Loan
Guaranty Program had a total staffing level of 2,033 for fiscal year
1994 through the month of May. Approximately 42 percent of these
employees are involved with origination of new guaranteed loans.
The remaining 58 percent are involved with servicing delinquent
guaranteed and portfolio loans, payment of lenders’ claims due to
foreclosure, and management and disposition of the acquired prop-
erties. The fiscal year 1995 amended request of 1,942 FTE rep-
resents a decrease of 4.5 percent in current program employment.
This is 100 FTE’s less than the original request of 2,042. This re-
duction reflects fewer refinancing loans due to rising interest rates
as well as the continued improvement in the level of defaults.

Mr. Chairman, you also requested VA’s views on a draft bill to
make various amendments to the VA Housing Loan Program. Sec-
tion 1 of the draft bill would grant loan benefits to Reservists who
were discharged or released from the Reserves before completing 6
years of service because of a service-connected disability and to the
surviving spouses of Reservists who died from a service-connected
cause incurred during Reserve training. VA strongly favors these
amendments.

Current law waives minimum service requirements for housing
loan benefits for veterans discharged or released from active duty
for a service-connected disability. The law also grants loan entitle-
ment to surviving spouses of veterans with qualifying active duty
who died from a service-connected disability. Equity dictates that
similar treatment be given to Reservists who are killed or injured
or who died from an illness or injury incurred during their week-
end drills or their two-week annual training.

Section 2 of the draft bill would repeal the prohibition on guaran-
teeing loans for newly constructed residences in areas not served
by public or community water and sewerage systems where local
officials certify that the establishment of such systems is feasible.
Since 1965 when this requirement was enacted, conditions have
changed significantly. Federal, State, and local laws now ade-
quately cover this subject. Accordingly, VA favors repealing this
requirement.

ection 3(a) of the draft bill would authorize VA to include in in-
terest rate reduction refinancing loans an additional amount for en-
ergy efficiency improvements. We believe this provision needs more
study, and therefore VA cannot support this proposal at this time.

Section 3(b) of the draft bill would correct a problem that has
arisen in cases involving veterans who wish to refinance existing
VA guaranteed adjustable rate mortgages with fixed rate mort-
gages using the interest rate reduction refinancing loan program.
During periods of low interest rates, it may benefit the veteran to
refinance an ARM with a fixed rate loan even though the short-
term costs may be higher. Current law prevents the veteran from
doing this. The draft bill would permit veterans to refinance exist-
ing VA ARMs to convert them to fixed rate loans whenever the vet-
eran considered it advantageous to do so. Accordingly, VA favors
this amendment.
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Section 4 of the draft bill would provide that any manufactured
home properly displaying a certificate of conformity with all appli-
cable Federal manufactured home construction and safety stand-
ards would be eligible for purchase with VA financing. This section
would also repeal the requirement that we inspect the manufactur-
ing process of manufactured homes and conduct on-site inspections
of manufactured homes purchased with VA financing. VA favors
this amendment.

Section 5 of the bill would permit VA to accept conveyance of a
foreclosed property from a loan holder even if the holder’s bid at
the foreclosure sale exceeded the upset price. The holder will be
permitted to convey the property to VA for the upset price which
1s the same amount VA was prepared to pay for the property had
the holder bid the upset price. Neither the Government nor the vet-
eran is prejudiced by a bid in excess of the upset price, and it is
still cost effective for VA to acquire the property for the upset price.
Accordingly, VA has no objection to this amendment.

The final section of the bill, Mr. Chairman, would waive the 2-
year minimum service requirement for loan guaranty benefits for
servicemembers who were released from active duty due to a reduc-
tion in force. VA believes it is inequitable to deny loan guaranty
benefits to veterans who failed to serve 24 months when they were
released early from active duty through no fault of their own. Since
certain provisions of this bill will increase direct spending, the bill
is subject to the pay-as-you-go requirements of the Omnibus Budg-
et Reconciliation Act of 1990. The total estimated 5-year cost of the
entire bill is approximately $14.8 million. However, none of the
provisions require additional FTE resources for us. VA’s favoring of
certain provisions of this bill are conditioned on the Congress find-
ing offsetting savings.

Mr. Chairman, this completes my testimony. I will be pleased to
answer any questions that you or other members might have.

[The sprepared statement of Mr. Avent appears at p. 37.]

Mr. SANGMEISTER. Okay.

Getting to the very last point that you were talking about, we get
from CBO that there are negligible costs to this and you are get-
ting a cost—I am talking about the bill—of $14.8 million. Is that
what I heard you say?

Mr. AVENT. Yes, sir.

Mr. SANGMEISTER. Can you expand on that a little as to where
they figure that expense is going to come from? Like I say, we are

etting reports that there is really no cost to this. Where is this

14.8 million coming from.

Mr. AVENT. Mr, Pedigo.

Mr. PEDIGO. Mr. Chairman, we do have the OMB costing data
on that. It is rather lengthy, and perhaps it might be better if we
submitted that for the record. But they do provide a detailed break-
down of how they arrived at that $14.8 million.

Mr. SANGMEISTER. Okay. Would you see that we get a copy of
that breakout, as to how they are arriving at this figure, because
we will get together with CBO then and find out what the dif-
ference is, why there is a little bit of a difference there, you might
say.

Mr. PEDIGO. Yes, we will provide that for you.
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Mr. SANGMEISTER. All right. Thank you.
[The information follows:]

Under Secretary for Benefits (20A34)
H.R. __ (Discussion Draft) 103rd Congress, 2nd Session

General Counsel (022)
THRU: Assistant Secretary for Finance and
Information Resources Management (041)

1. This bill would amend title 38, USC, relating to veterans housing programs, and for
other purposes. The bill proposes various techmical changes in the operations of the
Housing program, as well as expansion of program eligibility requirements. There are
three sections (see attached methodology) which expand eligibility, thus increasing the
subsidy requirements of the Guaranty & Indemnity Fund (GIF) Program Account.
Cumulatively, these sections would increase GIF loan originations by approximately
2,165 loans per year, beginning in 1995. The cost of each section, if enacted
separately, is shown in section F of the attached methodology.

2. Shown below is the estimated cost of this bill if enacted.
(dollars in thousands)
1995 1996 1997 1998 1999  Total Cost

Increase in
subsidy BA. $2,415 $2,487 $2,532 $2,571 $4,756 $14,761

Total Cost $2,415 $2,487 $2,532 $2,571 $4,756 $14,761

R. J. Vogel

Attachment
cc: 041

HESSLING:kjh  6/6/94 20A34 20A31 20A3A  20A3 26 20



METHODOLOGY

A) Identification of Bill - H.R. __ (Discussion Draft) 103rd Congress, 2nd Session

B) Highlights - This bill would amend title 38, USC, relating to veterans housing
programs, and for other purposes.

C) Estimated five-year cost - See memo.
D) Employment Requirements - None

E) Change in workload - The following sections of the bill would increase loan
originations as shown:

QO  Section 1.(a) Reservists Discharged Because of A Service-Connected Disability
This would increase the GIF loan level by approximately 150 loans per year
beginning in 1995.

O  Section 1.(b) Surviving Spouses of Reservists Who Died While in Active
Military, Naval, or Air Service
This would increase the GIF loan level by approximately 15 loans per year
beginning in 1995.

O  Section 6. Minimum Active-Duty Requirement
This would increase the GIF loan level by approximately 2,000 loans per year
beginning in 1995.

F) Benefit Methodology - In costing this bill, data and assumptions were provided by
Loan Guaranty Service. This bill increases the GIF Guaranteed Loan Financing
Account (GIF_GLFA) loan level by approximately 2,165 loans per year, beginning in
1995. This increase in loan originations causes a nominal increase in the number of
direct loans established in the GIF Direct Loan Financing Account (GIF_DLFA).

The following table shows the increase in budget authority by individual account due to
the cumulative increase in loan activity.

(dollars in thousands)
1995 1996 1997 1998 1999 Total Cost

GIF_GLFA $2,415 $2,485 $2,516 $2,525 $4,672 $14,613
GIF_DLFA N 2 16 46 84 148

Total Cost $2,415 $2,487 $2,532 $2,571 $4,756 $14,761



The following tables show the cost of each individual section of the bill if enacted

separately:
Section 1.(a) Reservists Discharged Because of A Service-Connected Disability
1995 1996 1997 1998 1999  Total Cost
GIF_GLFA $167 $172 $174 $175 $324 $1,012
GIF DLFA 5 9 14
Total Cost $167 $172 $174 $180 $333 $1,026

Section 1.(b) Surviving Spouses of Reservists Who Died While in Active Military,

Naval, or Air Service

1995 1996 1997 1998 1999  Total Cost

GIF_GLFA $17 $17 $17 $17 $32 $100
Total Cost $17 $17 $17 $17 $32 $100

Section 6. Minimum Active-Duty Requirement

1995 1996 1997 1998 1999  Total Cost

GIF_GLFA $2,231 $2,296 $2,325 $2,333 $4,316 $13,501
GIF DLFA 2 16 41 75 134
Total Cost $2,231 $2,298 $2,341 $2,374 $4,391 $13,635

G) Administrative Methodology - The Loan Guaranty service expects to accomplish
the nominal increase in Loan Guaranty activity at the current resource level estimated

for 1995. No additional administrative costs would be required in any year.

H) Previous estimates - The three sections which expand program eligibility were
included in the legislative package (A-19) submitted with the 1995 OMB budget.

I) Office and persons responsible - VBA Budget and Finance Staff (20A34); Kurt

Hessling, Laura O'Shea, A. K. Raja
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Mr. SANGMEISTER. You referred to in your testimony employment
levels for 1995, that the staffing level is going to be dropped by 4.5
percent or about 100 FTEE’s. Where are you planning to cut in
order to meet that requirement?

Mr. AVENT. Mr. Chairman, we have been able over the years to
train our staff in a way where we are able to move them from ei-
ther the front end of the business to the back corner where the
work load is. So at this time it would be hard to say which exact
area we would cut from. It would be based on the work load situa-
tion. We do expect decreases in the refinancing requests that have
come about this year, so we see that as one area where we will
have sufficient staffing plus.

Mr. SANGMEISTER. But there will be about 100 employees that
are going to have to be let go from one end or the other, right?

Mr. AVENT. They will be moved through the system, but we will
staff with about 100 less than we are this year, yes, sir.

Mr. SANGMEISTER. Since you state that you recently mailed a let-
ter to approximately 1.8 million veterans with active VA loans at
interest rates of 8.5 percent or higher explaining that refinancing
loans were available to reduce their interest rate on their current
loans with little or no expense, don’t you think that that volume
will still be high? ,

Mr. AVENT. We think we will be able to manage it, sir. Up to this
point we have already guaranteed over 200,000 of refinancing loans
through the month of May, and our projections of 600,000 loans
being guaranteed, we feel a large amount of work load for the bal-
ance of the year will be those refinancing loans. However, we think
with the system we are using that we will be able to handle it
without any difficulty.

Mr. SANGMEISTER. You will have adequate people to do it then?

Mr. AVENT. Yes, sir.

Mr. SANGMEISTER. Okay. Will you have to move people out of
your loan servicing and property management where the work
loads will probably increase? I suppose the answer to that is yes.

Mr. AVENT. We are training sufficiently now that we can move
people from either area based on where the work load is. We feel
comfortable with it.

Mr. SANGMEISTER. Okay.

Now the intended benefit of the Lenders Appraisal Processing
Program, also known as LAPP, is to speed the time to loan closing,
and you state that during the 12-month period of April 1 of 1993
through March 31 of 1994 that the VA guaranteed 27,477 loans
whereby the lender made a determination of reasonable value for
the property which secures the loan as compared with 7,374 LAPP
loans guaranteed during the 12-month period ending March 31 of
1993. Has there been a significant improvement in the timeliness?
If so, how much?

Mr. PEDIGO. Mr. Chairman, at the present time we do not have
%‘Asgstem that will enable us to determine the timeliness on the

P cases, but when we submitted our annual report to Congress
a year ago we did a sampling of cases from around the country and
were able to determine at that time that for the 12-month period
preceding that report that veterans using the LAPP program did
get more timely service, and we strongly suspect that for the most
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recent 12 months, and specifically for those 27,000 cases that were
done under LAPP during that 12-month period, that those veterans
got more timely service.

Beginning this year we will have a new automated system in
place at all of our regional offices which will enable us to collect
timeliness data on LAPP cases, so we will then be in a position to
provide instant comparisons between LAPP produced cases and
non-LAPP produced cases.

Mr. SANGMEISTER. It would be interesting to know whether or
not the program has been working or not, but you think a year
from now you may have that kind of information.

Mr. PEDIGO. Actually, we will have it before the end of this year
because that system is being exported to our 46 offices during this
fiscal year.

Mr. SANGMEISTER. Okay.

Now you state that you have approximately 11,283 properties on
hand. That is nearly 1,000 fewer properties than were on hand the
same time a year ago, and obviously this is very commendable.
What is your average turnaround time?

Mr. PEDIGO. We average holding these properties about 5.7
months, and that is down from an all-time high of over 10 months
in the mid-eighties.

Mr. SANGMEISTER. Okay.

It is my understanding that the losses associated with your prop-
erty sales have diminished as well. Could you clarify that?

Mr. PEDIGO. Yes. Losses have diminished. In fact, for the last
year and a half we have been enjoying a profit when you compare
the price that we get for these foreclosed properties with the value
that these properties had at the time that they were foreclosed.
That profit presently is running about $700 per sale.

Mr. SANGMEISTER. That is good news.

How are you marketing the properties which have been in your
inventory for over 12 months? You state that you currently have
around 666 properties. Have you tried to rent any of them, or just
what are you doing with those that are over 12 months?

Mr. AVENT. Mr. Chairman, most of our regional offices are using
more advertising, more efforts to reach the communities. We find
leasing properties to be a somewhat negative way of getting them
off our rolls, so we are not doing any leasing. However, we do have
some programs ongoing with some of our homeless providers where
we are leasing properties to those particular organizations, but in
general we are not running a leasing program at this time. We
don’t find that to be a good method, let’s say, of reducing the num-
ber of properties in our portfolio.

Mr. SANGMEISTER. Well, that does hamper things when a buyer
does come along and you have got a lessee in there that you have
got to deal with, so I can understand that.

But you have sold 32 properties to homeless providers and you
have done some leasing, as you just indicated, to the homeless?

Mr. AVENT. Right.

Mr. SANGMEISTER. Can you give me an idea where some of these
properties are located?
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Mr. AVENT. I think early on we had at least a couple of prop-
erties in the Pittsburgh area. They were probably the first, I be-
lieve, that were involved.

Keith, do you know any?

Mr. PEDIGO. Yes, we have leased and sold these properties in
various parts of country, and we could provide a complete run-
down on that for the record, if you wish.
hMr. SANGMEISTER. Yes, I think we would be interested in having
that.

[The information follows:]
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Mr. SANGMEISTER. Now I think you all remember that H.R. 949
passed the House here last fall and that contained a provision to
increase the VA’s loan guaranty from $46,000 to $50,750 which
would then, of course, increase the no-down-payment limits from
$184,000 to $203,000. It is my understanding now that the Senate
has incorporated a similar provision in one of their bills, and I an-
ticipate an increased guarantee will be effective later this year,
hopefully.

ince most mortgage bankers sell their loans to Ginnie Mae,
have you been in touch with them regarding their increasing their
loan limits?

Mr. PEDIGO. Yes, Mr. Chairman, we have. We have touched base
with them on this. They have not indicated to us at this time what
action they would take if this becomes law, but in the past they
have always increased their limit when Congress has increased the
guarantee for VA loans.

Mr. SANGMEISTER. Okay. Well, hopefully, through conferencing
we will get this resolved once and for all and put that to the
program.

Does the minority have any questions they would like to ask?

Mr. JoNES. We may have some questions for the record, Mr.
Chairman. I would like to ask one question.

Mr. SANGMEISTER. Go right ahead.

Mr. JoNEs. That deals with what we will hear in testimony
today, a question about restoration of loan guaranty entitlement.

As we heard in your testimony, a large portion of the loans han-
dled by VA last year were refinanced loans and in many of those
instances VA is relieved of liability on the original loan. With no
future liability to VA, what is your stand on restoration of loan
guaranty entitlement to veterans? And if your response is favor-
able, would you be willing to work with committee staff in drafting
app;opriate language to restore loan guaranty entitlement to veter-
ans?

Mr. PEDIGO. Presently a veteran can have his or her entitlement
restored when they pay off the VA loan and dispose of the property
or find a substitute veteran who is willing to assume liability for
that VA loan.

I would assume that what you are talking about is a situation
where the veteran refinancing a VA loan but—with a conventional
loan or an FHA loan but retains ownership of that home, in which
case he would not be eligible for restored entitlement.

We have in the past favored a proposal that would enable a vet-
eran to get restored entitlement if there is no disposition of that
property as long as the VA is relieved of liability. So I think we
would be willing to work with you to draft some language that we
could live with along those lines.

Mr. JoNEs. Thank you, Mr. Chairman.

Mr. SANGMEISTER. Okay. Then you will give us whatever you
nﬁed?on that so-that we can work with our staff concerning that,
okay?

I have no other questions, so, again, thank you both very much
for appearing here today and bringing us up to date, and continue
the good work, and we will find out really how good work it is
when we bring the next panel up here, okay?
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Mr. AVENT. Thank you, Mr. Chairman.

Mr. PEDIGO. Thank you.

Mr. SANGMEISTER. So let’s talk to the veterans organizations, Mr.
Rick Surratt, the associate national legislative director for the
DAV; Mr. Kimo Hollingsworth, the assistant director of the Na-
tional Legislative Commission from The American Legion; Ms.
Linda Schwartz, acting director of government relations and chair-
man of the VVA Veterans’ Affairs Committee from the Vietnam
Veterans of America; and Mr. Terry Grandison, associate legisla-
tive director from the Paralyzed Veterans of America.

We welcome you all here this morning.

So you heard the testimony of the prior panel and the adminis-
tration as to what they have been doing, and we would like to hear
from you now as to how you feel this Loan Guaranty Program is
working and if you have any comments on the proposed legislation.

Why don’t we just take it from left to right.

Ms. Schwartz, why don’t we start with you.

STATEMENTS OF LINDA SCHWARTZ, ACTING DIRECTOR OF
GOVERNMENT RELATIONS AND CHAIR, VVA VETERANS AF-
FATRS COMMITTEE, VIETNAM VETERANS OF AMERICA; RICK
SURRATT, ASSOCIATE NATIONAL LEGISLATIVE DIRECTOR,
DISABLED AMERICAN VETERANS; KIMO HOLLINGSWORTH,
ASSISTANT DIRECTOR, NATIONAL LEGISLATIVE COMMIS-
SION, THE AMERICAN LEGION; AND TERRY GRANDISON, AS-
SOCIATE LEGISLATIVE DIRECTOR, PARALYZED VETERANS
OF AMERICA

STATEMENT OF LINDA SCHWARTZ

Ms. SCHWARTZ. Good morning, Mr. Chairman.

Mr. SANGMEISTER. Good morning.

Ms. SCHWARTZ. The first thing I would like to say is just a com-
ment that I am also the president of VVA’s nonprofit organization
and we are presently in the process of acquiring a VA foreclosure
for our homeless program in West Haven, CT. We will be able to
house nine veterans in this property.

Mr. SANGMEISTER. Sounds great.

Ms. SCHWARTZ. So if you want to know about one of their homes,
it is in West Haven.

Mr. SANGMEISTER. Very good.

Ms. SCHWARTZ. But we would also like to talk to you and com-
mend you for holding these hearings today and also for your pro-
posed legislation. VVA shares your interest in ensuring that the
VA Home Loan Guaranty Program operates as efficiently as pos-
sible in order that it may continue to serve the Nation’s veterans.
We also appreciate the openness that you have had with us in lis-
tening to our concerns in the past.

It is worth noting that the Home Loan Program was part of the
original GI Bill which has been helping veterans for the last 50
years. This program continues today to help veterans and their
families become home owners. While VVA continues to have some
concerns about the VA’s servicing of delinquent loans as well as the
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management of their portfolio, we are pleased to see the program
improvements included in your proposecf legislation.

VVA supports all of the provisions included in the draft legisla-
tion before us today, and I would like to say as a Reservist who
was permanently disabled while I was on active duty, it is espe-
cially heartening to me to see that you would expand the eligibility
for t{xe Home Loan Guaranty Program to those Reservists and their
spouses. As America continues to depend on these citizen soldiers,
increased access to VA programs and services becomes more impor-
tant.

VVA also recommends passage of the provisions in sections 2 and
4 of the draft bill which would provide relief from the outdated
statutes regarding inspections of water and sewage systems as well
as prefabricated homes.

We are particularly pleased to see the inclusion of the provisions
in section 3(a) and (b) which would give veterans more flexibility
and discretion in refinancing by offering the option to include the
costs of energy efficient home improvements. We also welcome the
opportunity for veteran borrowers to save a great deal of interest
costs in being able to seek refinancing from an adjustable to a fixed
mortgage rate.

After close analysis of section 5 of the draft legislation, VVA feels
confident in endorsing these provisions as they will garner continu-
ing support of the program from lending institutions. Although this
portion of the legislation was at first confusing, our interpretation
concluded that these provisions will not affect the size of the debt
established against the veteran nor will it significantly increase
VA’s work load. We see the proposed language will improve rela-
tions with loan holders and therefore enhance the viability of this
very important program.

As you know, Mr. Chairman, VVA has in the past voiced concern
about practices in assisting veterans with delinquent loans. We
have discussed our concerns about the lack of a procedure and
qualification by which veterans can get VA assistance in refunding
or refinancing their defaulted loans. While the changes suggested
in this section of the draft bill would not really alleviate the prob-
lem, we do not think that it will escalate it. The language would
simply allow VA to acquire a property after foreclosure even if the
lender has overbid. Generally it seems that it is lenders that work
less with these loans that—cause these problems more often.
Under the provisions, VA will not be forced to assume this loss nor
would the veteran be at a higher risk of foreclosure.

You will recall, Mr. Chairman, that in the past VVA has also
raised concern about VA’s management of its property and loan
portfolio which seems to cost taxpayers hundreds of thousands of
dollars, and as one person who has looked at a lot of those prop-
erties in my quest for the property for our homeless veterans. I can
tell you that it is a real problem.

Since the real estate market today has improved, VA has made
a small profit, and we are glad to hear that, when disposing of the
acqulredaf)roperties. However, some of them are just wasting away.

VVA also supports the provisions of section 6 of the draft bill
which would clarify the minimum service requirement for persons
released from active duty because of a reduction in the force or an



17

early discharge for the convenience of the Government. However,
we would additionally like to suggest that maybe the committee
would consider going a step further and streami,ining the ])ro am
eligibility by removing the varying wartime periods of eligibility
and making the criterion more uniform and clear-cut. The program
would be much more manageable and would be able to serve more
veterans.

In general, the VA Home Loan Guaranty Program has been ve
successful in serving the mission set forth by the original GI Bill.
The whole program has allowed many more American veterans to
become home owners and has done a great deal in its 50 years.

Through revenues generated at all levels of government, from
property taxes and the incomes generated by home building, the
VA Home Loan Guaranty Program has more than paid for itself
through these secondary societal benefits. While there may be some
uncertainty about opening its eligibility to the general veteran pop-
qlail;;on, I think it seems that the benefits would outweigh the
risks.

New protections should be implemented to assure that the VA
loan guaranty doesn’t allow veterans to borrow more than they can
truly afford, and clearly property values have escalated, making
homeownership more difficult to attain than it was 50 years ago
with the program’s genesis.

With thousands of service personnel leaving the military because
of the drawdown, the VA Home Loan Guaranty Program is again
needed to help our military veterans manage successful transitions
into the civilian community. Opening and simplifying eligibility
would enhance this program’s viability, it would improve the qual-
ity of life for veterans and their families, and could stimulate the
Nation’s economy.

Thank you.

[The prepared statement of Ms. Schwartz appears at p. 54.]

Mr. SANGMEISTER. Thank you.

Mr. Surratt.

STATEMENT OF RICK SURRATT

Mr. SURRATT. Good morning, Mr. Chairman.

Mr. SANGMEISTER. Good morning. :

Mr. SURRATT. On behalf of the DAV, I would like to thank you
for inviting us to participate in this hearing on the operation of the
Loan Guaranty Program and on your draft bill for legislation to im-
prove VA guaranteed loans.

The current year may prove to be one of the busiest years in the
Loan Guaranty Program’s history since its inception. So far in fis-
cal year 1994, loans have already exceeded the total of all loans for
the entire preceding year. If there are 600,000 new loans as pro-
jected by VA, that will represent a 56 percent increase over fiscal
year 1993 in which there were 383,000 new loans.

The VA appears to be meeting these increasing demands in a
satisfactory manner. With the exception of some delays in process-
ing loan apglications and appraisals, we are unaware of any sub-
stantial problems.

The VA has mailed approximately 1.8 million letters to veterans
with VA guaranteed loans advising them about the program to refi-
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nance VA loans to lower the interest rate. More than half of the
loans, as you have heard already this morning, being processed are
refinancing loans. It appears that this program is a success, and
the DAV applauds it.

Through its assistance to veterans with delinquent loans, VA has
saved $38 million in the first half of fiscal year 1994 by helping
them avoid foreclosure. This type of loan servicing is no doubt also
partially responsible for the reduced rate of foreclosures this year.
Effective loan servicing therefore results in savings for the Govern-
ment and helps veterans, who might otherwise default, keep their
homes.

To maintain a successful loan servicing program, the VA must
maintain adequate staffing levels, however. The DAV is concerned
that VA proposes to reduce its FTE at a time when demand for
guaranteed loans is increasing and eligibility is expanding.

It is indicated that VA proposes to reduce its FTE for fiscal year
1995 from 2,042 to 1,942, a loss of 100. In a situation where the
salaries of VA loan servicing personnel are much more than offset
by the savings realized by preventing defaults, reduction of these
personnel is simply unwarranted. The DAV suggests that the VA
rethink this proposal.

Mr. Chairman, I would like to turn now to the draft bill to
amend the provisions of title 38, United States Code, pertaining to
housing loans and the Loan Guaranty Program. The proposed legis-
lation would expand current eligibility to include Reservists dis-
charged because of service-connected disability, surviving spouses
of Reservists who die while on reserve duty or from service-con-
nected disability, and veterans discharged by reason of a reduction
in force before completion of 24 months active duty.

The DAV believes that these three groups are deserving of eligi-
bility for VA guaranteed home loans. The DAV therefore supports
the liberalization of the law to provide eligibility for these groups.

The draft bill would also make improvements in the program by
adding two options, the option of including a loan for energy effi-
ciency improvements in a refinancing loan and the option of refi-
nancing an adjustable rate mortgage with a fixed rate mortgage.
The DAV supports these improvements.

Other provisions in the draft bill streamline the process by liber-
alizing procedural requirements. These appear to be beneficial, and
the DAV has no objection to these amendments.

In closing, Mr. Chairman, the DAV wishes to thank you and the
members of the subcommittee for your efforts to improve the DAV
Home Loan Guaranty Program and for allowing us to participate
in this oversight process. This concludes our remarks.

Thank you.

[The prepared statement of Mr. Surratt appears at p. 49.]

Mr. SANGMEISTER. Welcome, Mr. Hollingsworth.

STATEMENT OF KIMO HOLLINGSWORTH

Mr. HOLLINGSWORTH. Mr. Chairman, The American Legion
would like to thank you for your continued leadership and the op-
portunity to present our views on this legislation that would im-
prove the Home Loan Guaranty Benefit Program for veterans and
their spouses. We are grateful that this subcommittee has worked
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hard to ensure eligible veterans and their families receive the bene-
fits they have earned. It is this type of leadership that has resulted
in the success of the Home Loan Program.

Since the inception of the GI Bill, over 14 million veterans have
received benefits through the VA’s Home Loan Guaranty Program.
The GI Bill not only has educated America’s veterans but has also
made homeownership a reality. It is evident as we celebrate the
50th anniversary of the GI Bill that these veterans programs not
only benefit veterans but the society as a whole.

" Mr. Chairman, we are all aware of the current active military
force reductions. During this time of rapid downsizing, the Re-
serves and the National Guard are now fulfilling many missions
normally assigned to active duty military units. Today’s Reserve
units are structured to augment the Nation’s shrinking force. The
importance of reserve duty is growing daily as world commitments
increase and our active force is reduced. This shift in responsibility
was clearly evident during the Persian Gulf War.

Also, the rapid downsizing in the military is resulting in many
veterans being released from active duty prior to their obligated
service time. In many instances veterans who were discharged at
the convenience of the Government are released before they meet
the minimum service requirements to be eligible for veterans bene-
fits. Veterans should not be denied benefits for circumstances be-
yond their control.

The American Legion believes that this legislation is equitable
and deserving for both former members of the Reserves and their
spouses and veterans who do not meet minimum service require-
ments because of separation due to downsizing.

Many veterans and lenders who desire to participate in the
Home Loan Program are frustrated by some of the redundancy in
the administrative requirements. This legislation would relieve vet-
erans of the requirement to furnish documentation on local sewage
systems and also not require inspection reports for manufactured
homes. Since current laws already address these issues, they are
not necessary and will simplify the home buying process.

Not only will this bill simplify the program, it will also greatly
enhance the VA’s marketability by allowing the Government to ac-
cept overbids on foreclosures. This is a greatly needed improvement
and makes sound business sense.

Finally, this legislation would provide veterans the flexibility to
refinance existing loans and/or tﬁe ability to lock in rates on ad-
justable rate mortgages. These provisions are a wise addition to the
program. The American Legion believes that these provisions will
provide veterans the same types of opportunities available to non-
veterans.

Mr. Chairman, once again The American Legion appreciates the
opportunity to testify concerning a veterans benefit program that
has had a major impact on our society. We believe the rec-
ommended changes to this legislation will greatly improve this pro-

am.

That concludes my testimony.

[The prepared statement of Mr. Hollingsworth appears on p. 52.]
Mr. SANGMEISTER. Thank you.

Mr. Grandison.
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STATEMENT OF TERRY GRANDISON

Mr. GRANDISON. Good morning, Mr. Chairman.

Mr. SANGMEISTER. Good morning.

Mr. GRANDISON. Mr. Chairman, at the outset I would just like
to thank you for your long standing dedication to maintaining the
viability of the Home Loan Guaranty Program. I wish to thank you
also for inviting PVA to testify this morning. I will focus my com-
ments today on the Department of Veterans’ Affairs Home Loan
Guaranty Program and draft legislation submitted by you to im-
prove the Home Loan Guaranty Program.

PVA has consistently expressed concern regarding the existence
of a viable benefit program to assist veterans in purchasing homes.
This concern is magnified for those disabled veterans who use
wheelchairs. The housing options for veterans who use wheelchairs
are limited to accessible housing which makes them particularly
vulnerable in an economy which has seen the cost of homes and
construction more than double over the past decade.

VA’s Home Loan Guaranty Program has, without question, en-
abled many paralyzed veterans to become home owners. For that
reason, PVA takes special interest in the well-being of this indis-
pensable benefit program.

While PVA is generally pleased with the Veterans Home Loan
Program, we believe more emphasis should be placed on loan serv-
icing and counseling. Intervention by VA service representatives
have produced successful alternatives to foreclosures. VA service
representatives provide counseling to veterans and in some cases
intercede directly with loan holders to obtain a reasonable payment
plan for the veterans. In instances where the veteran cannot afford
to maintain the loan payments, the VA encourages the private sale
of the home to avoid foreclosure or voluntary conveyance. Each of
these alternatives is usually less costly than outright foreclosures.

The monetary savings of loan servicing intervention speaks for
itself. VA intervention in fiscal year 1993 saved $78 million at an
average savings of $15,000 per intervention and nearly $38 million
in savings for the first half of fiscal year 1994.

Since the primary beneficiaries of the veteran home loan pro-

ams are veterans and not mortgage lenders, every reasonable ef-

ort should be expended to prevent foreclosure. Improving VA’s
loan servicing activities not only helps veterans keep their homes
and avoid financial loss but protects the Government’s interest by
minimizing claim and property acquisition expenditures.

In addition, PVA is very pleased with the progress of the VA’s
lender monitoring unit. The VA created the monitoring unit in Sep-
tember 1989 to assure a high level of compliance by lenders with
the laws, regulations, and policies governing origination and servic-
ing of VA guaranteed loans. The loan guaranty service has released
276 origination and 65 service final audits completed by the mon-
itoring unit. Audits conducted by the monitoring unit have resulted
in recovered losses in the amount of $834,615, accepted indem-
nification agreements in the amount of $2,397,359, and denied li-
ability on loans with potential claim and acquisition costs totaling
$644,000.

While these amounts may seem nominal, the audits do more
than recover money, they also function as a significant deterrent to



21

unsound underwriting practices. PVA recommends that the VA ex-
pand and intensify its lender auditing activities.

Mr. Chairman, PVA agrees with the overall intent of the draft
legislation. However, we take exception to section 2 of the draft
bill. PVA recognizes that some Federal, State, and local laws now
adequately cover the subject of individual water and sewage dis-
posal systems as an alternative to public and community systems.
Nevertheless, PVA believes that the certificates are still necessary
because many homes utilize septic tank systems. In fact, some
rural homes do not have water from established water systems. For
these reasons, PVA does not support the repeal of section 3704(e).

Mr. Chairman, that concludes my testimony. I will be happy to
respond to any questions that I can.

Thank you.

[The prepared statement of Mr. Grandison appears at p. 58.]

Mr. SANGMEISTER. Well, thanks to all of you.

As I understand the testimony across the board here, apparently
the loan guaranty system is working well, you are not getting a lot
of complaints from your members, and we are happy, of course, to
hear that. I also gather that you all support the proposed legisla-
tion with the exception that Mr. Grandison talked about. That sec-
tion, we will take another look at that as a result of that.

Mr. GRANDISON. Thank you.

Mr. SANGMEISTER. If we can get that resolved, I think this is a
good piece of legislation. We are really going to try to move it.

As you heard, there is a discrepancy. We didn’t think there was
any cost to this legislation, but VA is telling us there is $14 mil-
lion, so we are going to take a look at their figure and see where
they are coming from and try to resolve those differences, because
I don’t know where we are going to get the offsetting money if we
have to come up with the $14 billion. But we have the old story
of OMB and the Congressional Budget Office not agreeing on some-
thing. So we will try to work that out.

Ms. Schwartz, on this new home you have got, I am up to my
ears in the largest community in my congressional district, Joliet,
Illinois, and the homeless—not just homeless for veterans but
homeless across the board, but of course you know that always
means at least one-third of those people are probably veterans.

I understand you purchased this home that is going to handle
eight or nine veterans. Did you make any provisions, for example,
for a veteran’s family in that home? Is that possible?

Ms. SCHWARTZ. Actually, what we are doing is, we are taking the
existing property. We received a grant from the State of Connecti-
cut to buy property, and what we are doing, we take this VA fore-
closure and we are adding on two- or three-bedroom apartments so
that families or women veterans will be able to use this facility.

Mr. SANGMEISTER. That is just great.

Ms. SCHWARTZ. It is only a block from the VA hospital too.

Mr. SANGMEISTER. Okay.

Are there going to be any provisions—and, of course, dealing
with eight or nine people is not that many, I suppose, but is there
any possibility that you are trying to encompass in your program
some retraining for these people or medical care?
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Ms. SCHWARTZ. Actually, one of the things is that I wrote a grant
with Dr. Laurie Harkness of the West Haven VA. We applied to
the State of Connecticut for funding. There were 37 requests for
proposal. We were one of three that were funded because of this
partnership with the Veterans’ Administration hospital, and so we
work hand in hand, and there is a lot of support, physical as well
as vocational and rehab. So it is the best kind of program you could
possibly have.

Mr. SANGMEISTER. That is just great.

Mr, Surratt, I share the same concerns you do about the reduc-
tion in the employees for the program. Have you made your feel-
ings known to the VA and OMB and the Appropriations Committee
that you are concerned about that reduction in personnel?

Mr. SURRATT. I believe this is the only opportunity we have had
to make that known.

Mr. SANGMEISTER. Your organization is an important one and I
think can give some credence to the fact that we are all concerned
about this reduction in employees, and I would suggest you do that
if you have not done so.

Mr. SURRATT. Thank you, Mr. Chairman. We will.

Mr, SANGMEISTER. I am going to address this to Mr. Hollings-
worth, but it really is addressed to all of you and particularly Mr.
Hollingsworth.

As you know, we just celebrated the 50th year of the GI Bill of
Rights, quite a nice ceremony that we had out there. But on the
GI Bill, if you had a recommendation for improving this program,
what would it be?

Mr. HOLLINGSWORTH. One of The American Legion’s concerns
right now for the overall GI Bill is the educational benefits pro-
vided for veterans. We feel very strongly that with the advent of
the National Service Plan— and by alf means we are not against
national service—basically the GI Bill is inferior to the National
Service Plan, and in our eyes the ultimate form of national service
is indeed military service, and we feel that we need to increase
those benefits, and we realize also in this time that we may have
to increase the contributory factor that takes place there, but we
think the bottom line is, it is failing to meet veterans educational
costs right now, and it needs to be increased.

Mr. SANGMEISTER. Okay.

Mr. Grandison, the question I would have for you would be the
same to Mr. Surratt. You are also concerned about the reduction
in employees. Have you talked to the VA about this or members
of the Appropriations Committee and made your feelings known?

Mr. GRANDISON. Yes, sir, Mr. Chairman. PVA is getting the mes-
sage out loud and clear. We are stressing the need to make sure
that there is a balance in the FTE’s that are being cut. We have
communicated with the OMB covering not only veterans benefits
but regarding the VHA.

PVA will continue to convey that message. I think the old saying,
“An ounce of prevention is worth a pound of cure,” is applicable in
this case, because if we can do what we can to offset foreclosures,
again it benefits the veteran. That is the bottom line.

Mr. SANGMEISTER. Okay.

Do you have any questions?
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Mr. JONES. No, thank you.

Mr. SANGMEISTER. We have been joined by Mr. Kreidler from the
State of Washington.

We have the veterans organizations before us on the Home Loan
Guaranty Program. Do you have any questions that you would like
to ask any of them?

Mr. KREIDLER. I'll pass Mr, Chairman.

Mr. SANGMEISTER. You will pass for now. Okay.

I believe that is all we have got. Thank you, gentlemen and Ms.
Schwartz.

Mr. GRANDISON. Thank you, Mr. Chairman.

Mr. SANGMEISTER. The next panel will be Master Sergeant Mi-
chael Cline, executive director for the Enlisted Association of the
National Guard of the United States; MG Roger Sandler, retired,
executive director of the Reserve Officers Association; and Mr.
Larry Rhea, deputy director of legislative affairs for the Non Com-
missioned Officers Association.

Gentlemen, thank you for your interest in being here today. We
appreciate that very much, and we will start with Sergeant Cline.

STATEMENTS OF MSGT MICHAEL CLINE, (RET.), EXECUTIVE
DIRECTOR, ENLISTED ASSOCIATION OF THE NATIONAL
GUARD OF THE UNITED STATED; AND LARRY RHEA, DEPUTY
DIRECTOR, LEGISLATIVE AFFAIRS, NONCOMMISSIONED OF-
FICERS ASSOCIATION

STATEMENT OF MSGT MICHAEL CLINE, (RET.)

Sergeant CLINE. Thank you, sir. Good morning, Mr. Chairman,
distinguished members of the subcommittee.

I would like to thank you for inviting us here to present our
views on behalf of the enlisted members of the Enlisted Association
of the National Guard of the United States to your committee.

Mr. Chairman, as you are aware, just 2 short years ago H.R. 939,
the VA Home Loan Guaranty Program for the National Guard and
Reserve members, started its march on its way to becoming Public
Law 102-547. Without the su{) ort of this distinguished sub-
committee, that legislation wou ({) never have gotten out of this
building. On behalf of the more than 450,000 enlisted men and
women of the National Guard, we would like to thank you for the
contribution that you have made to enhance our quality of life.

In 1994, Mr. Chairman, 3,120 new home loans were made to Na-
tional Guardsmen and Reservists, 1.3 percent of the total home
loans that were made in 1994. As you are aware, Public Law 102-
547 provided the VA Home Loan Guaranty loans for Guard and Re-
serve members who had 6 or more years of National Guard duty
and had not served the required 24 months of active duty. To re-
ceive these benefits, Guardsmen and Reservists had to pay a pre-
mium on the Home Loan Guaranty Program. This premium on the
program has helped ensure the future of the VA Home Loan Pro-
gram by generated additional revenues to the VA,

Mr. Chairman, like the veterans groups that preceded us, we
also are concerned about the staffing levels of VA. As the work load
increases and the staff decreases, it is going to be hard pushed, and
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we support maintaining that staff level at its current rate or in-
creasing it as the work load increases.

Since the different aspects of the VA staffing and that have al-
ready been talked about, I would like to just move into the VA pro-
posed legislation.

Mr. SANGMEISTER. Sure.

Sergeant CLINE. Under section 1(a), providing home loan guar-
anty eligibility for Reservists discharged because of service-con-
nected eligibility, Mr. Chairman, our organization believes that this
provision should definitely be included in the law whereby a Guard
member or Reservist who is incapacitated and will be unable to
complete his career to obtain the 6-year eligibility should not be pe-
nalized because they were injured in the line of duty.

Under section 1(b) of the proposed legislation, loan guaranty eli-
gibility for surviving spouses of Reservists who died on active duty
in our naval or air service, again, Mr. Chairman, common sense ap-
plies here. We need to take care of these families. These people are
giving up, and, as we have heard from our veterans organizations,
increased reliance is being made on the Guard and Reserve for the
future defense of our Nation.

We support both provisions on the refinancing of the energy effi-
ciency homes and also the ability to refinance the adjustable rate
mortgages.

One thing, Mr. Chairman, that we must keep in mind, the popu-
lation of our country is increasing, demands on energy are increas-
ing by the day. Therefore, we must become energy efficient in our
daily needs and to include our homes, so anything we can do we
must to preserve for the future.

Mr. Chairman, under section 4, the authority to repeal the re-
quirements for manufactured home inspections through elimination
of reporting requirements, I personally, Mr. Chairman, have some
problems with this. I believe the construction of homes needs to be
continually monitored so that the quality of manufacturing does
not slip. Too often we have depended on the manufacturer to pro-
vide a quality product and find that what was promised and what
was paid for did not jibe, and I think we owe it to our veterans to
make sure that what we are purchasing is what we ordered, and
a little bit of added inspection would not hurt.

Under section 5, we support the VA to accept property notwith-
standing overbid. It is our belief that this provision by the Veterans
Affairs to assist in property management—our association whole-
heartedly supports this.

Section 6, amendment of minimal active duty requirement for
the Home Loan Guaranty Program: Mr. Chairman we definitely be-
lieve this provision is worthwhile. However, one thing that we
would like to see added to this is during the transition drawdown
period that National Guard and Reserve members who are paying
a premium who may be riffed because of the reduction in force also
be included in this group.

Mr. Chairman, in addition, we would like to make the rec-
ommendation that the VA and other veterans organizations concur
to continue to shore up the VA Home Loan Guaranty Program. In
the past 2 years since Public Law 102-547 has been in effect, it
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is apparent that the Home Loan Guaranty Program for National
Guard and Reserve is meeting with relatively good success.

Another possible recommendation is that the National Guard
and Reserve members who have between 2 and 6 years of service
be able to buy in the VA Home Loan Guaranty Program at a per-
centage rate higher than those individuals in the Guard and Re-
serve who are currently paying a half percent more than the active-
duty members at the 6-year level. We would wholeheartedly urge
the VA to consider this possibility as a method to raise additional
funds that would help improve the staffing. As you are aware, the
VA recognizes the National Guard and Reserve as financially sta-
ble in the community. National Guard and Reserve duty is nor-
mally a second job for the individual, and most of these people have
full-time jobs to support their incomes.

Mr. Chairman, that concludes my statement. Again, on behalf of
the 450,000 men and women of the National Guard and the 1.2
million men and women who serve in the Reserve component who
have benefited from the positive legislation that this committee has
generated, I will be happy to answer any questions, sir.

[The prepared statement of Sergeant Cline appears at p. 63.]

Mr. SANGMEISTER. Thank you, Sergeant.

Mr. Rhea.

STATEMENT OF LARRY RHEA

Mr. RHEA. Thank you, Mr. Chairman, and good morning. NCOA
certainly thanks you for your invitation to appear and testify this
morning regarding the Home Loan Program. We also appreciate
the opportunity to review and comment on the chairman’s draft
legislation that would amend several provisions of title 38 regard-
ing that program.

Mr. Chairman, we don’t come here with any burning issues this
morning or complaints regarding the Home Loan Program. Overall,
NCOA is generally satisfied with what we have seen and what we
have heard from our members in regards to the Home Loan Pro-
gram,

We consider our general satisfaction today as a product of several
ﬁositive actions that the Congress has taken in recent years that

ave helped restore viability and stability to the program. Our
membership certainly considers the Home Loan Guaranty Program
? valuable benefit in recognition of one’s service in the armed

orces.

NCOA does have three areas that we wish to comment upon
prior to addressing your draft bill, Mr. Chairman. NCOA, like the
other veterans organizations here this morning, is concerned with
staffing levels, particularly in the area of loan servicing. Qur only
request is simple. Our request is simply that we ask the sub-
committee to remain alert to this group of employees and the over-
all larger effort ongoing to reduce Federal Government employees.
Given present economic uncertainties, there is always the attend-
ant likelihood of increased foreclosures, and in such a climate loan
servicing will remain critical, in our opinion.

The second issue we would like to comment upon is a restate-
ment again of our opposition to the recommendation of the Na-
tional Performance Review that would increase fees and down pay-
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ments. Any more fee and down payment increases will effectively
remove any remaining attractiveness of the program. We would
urge the subcommittee to reject the administration’s Reinventing
Government proposal relating to increased fees and down pay-
ments.

The third area, Mr. Chairman, relates to restoration of Home
Loan Guaranty entitlement. As reflected in our prepared state-
ment, NCOA believes that this area of the program should be re-
viewed and consideration given to full restoration of eligibility
when the obligation to DVA has been satisfied and when the De-
partment has no further liability on the loan. NCOA would request
that the subcommittee take a close look at the restoration of the
eligibility requirements.

In regards to your draft legislation, Mr. Chairman, clearly we
view section 1(a) and section 1(b) that relates to the Reserve com-
ponents and to the surviving spouses of those members—we view
those as the right thing and the equitable thing to do.

Likewise we consider the last section of your bill that deals with
the minimum active duty requirements as again the right thing to
do for these individuals that are having their careers terminated
through no fault of their own.

The remaining sections of your legislation, Mr. Chairman, we
have reviewed those, we have no problems with them, and would
support their permanent enactment also.

n closing, Mr. Chairman, the Noncommissioned Officers Associa-
tion would like to end our remarks in a manner similar to that in
which we began our remarks in our prepared statement. Not know-
ing if another ogportunity will present itself during the remaining
session of this Congress, we certainly want to publicly express to
the distinguished chairman our deep and abiding gratitude for your
stewardship of the Housing and Memorial Affairs Subcommittee.
You have exercised your leadership as chairman in a manner that
gratefully recognizes the sacrifice associated with military service,
and NCOA thanks you for that.

But whether as chairman or as a member of the Compensation,
Pension, and Insurance Subcommittee or in your larger role as a
member of the Veterans’ Affairs Committee, you have steadfastly
served veterans in an admirable and praiseworthy manner. You
will personally be missed, Mr. Chairman, as will your leadership
on behalf of veterans. NCOA would just like to publicly extend our
heartfelt thanks for a job that we consider to have been exceedingly
well done, and you have the association’s sincere best wishes.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Rhea appears at p. 72.]

Mr. SANGMEISTER. Well, thank you very much for those kind
comments, and I will miss the activities here obviously, and one of
them of course is serving on this committee and serving as chair-
man of this subcommittee, but that is another story. But thank you
for your thoughts. I appreciate that.

You did mention that regarding the restoration of the Loan
Guaranty entitlenient, in those instances where a VA loan may
have been paid off in full but the veteran has not disposed of the
property, I understand that the Senate has recently passed legisla-
tion in this regard. Do you support this restored entitlement being
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open ended, or should it be limited to the active duty who experi-
ence relocation?

Mr. RHEA. We believe that it should be open ended. Certainly it
impacts more than just active-duty members, Mr. Chairman. Di-
vorced veterans are not uncommon where the property is in the
settlement, is given to the former spouse. Certainly the instances
of extended veteran families where the need for another property
or a primary residence exists for the veteran, but because of the
stipulation that the residence or the property that was secured
with the original DVA loan—because of the stipulation that it has
to be sold or disposed of, it precludes a lot of veterans from secur-
ing a primary place of residence.

Mr. SANGMEISTER. Mr. Rhea, thank you for your well thought out
statement as well.

In fiscal year 1994 to date, the VA has only guaranteed 12 manu-
factured home loans. I appreciate your concern regarding the VA’s
on-site inspections of manufactured homes as you had in your
statement. However, with limited staffing resources, I think the VA
staff could be better utilized.

I can assure you that should this subcommittee receive com-
plaints from veterans, that we will look into this matter again. I
also appreciate your recommendations regarding expanded entitle-
ment for members of the National Guard and Reserves, and all rec-
ommendations will be considered by the subcommittee as I attempt
to help to set up next year’s legislative agenda.

You are both in accord with the legislation, which I appreciate,
and we are going to try to put an all full court press on that.

Any questions that you would have?

Mr. JONES. No questions, thank you, Mr. Chairman.

Mr. SANGMEISTER. Does the gentleman from Washington have
any questions?

Mr. KREIDLER. No questions, Mr. Chairman.

Mr. SANGMEISTER. Okay.

Well, I thank you both very much for your comments, and your
full statements will be made a part of the record and taken into
consideration, and thank you again.

Sergeant CLINE. Thank you, sir.

Mr. RHEA. Thank you.

Mr. SANGMEISTER. Now we will turn to the private sector. Rick
Adams, Vice Chairman of the Public Coordinating Committee for
the National Association of Realtors.

Mr. Geaton DeCesaris, President of Washington Homes, Inc.,
Landover, MD, National Association of Home Builders.

And Mr. Ron McCord, president of the American Mortgage and
Investment Company, Oklahoma City, OK, on behalf of the Mort-
gage Bankers Association.

Mr. McCORD. Yes, sir.

Mr. SANGMEISTER. I presume all of you have been here through
at least most of the prior testimony, and we would like to see how
2&3 private sector feels things are working. We will start with Mr.

ams.
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STATEMENTS OF RICK ADAMS, VICE CHAIRMAN, PUBLIC POL-
ICY COORDINATING COMMITTEE, NATIONAL ASSOCIATION
OF REALTORS; GEATON DECESARIS, JR., PRESIDENT, WASH-
INGTON HOMES, INC., LANDOVER, MD, NATIONAL ASSOCIA-
TION OF HOME BUILDERS; AND RON J. MCCORD, PRESI-
DENT, AMERICAN MORTGAGE AND INVESTMENT COMPANY,
OKLAHOMA CITY, OK, MORTGAGE BANKERS ASSOCIATION

STATEMENT OF RICK ADAMS

Mr. ADaMS. Thank you. Good morning, Mr. Chairman and mem-
bers of the subcommittee.

My name is Rick Adams, and I'm a realtor from San Antonio,
Texas, and vice chairman, as you mentioned, of the National Asso-
ciation of Realtors Public Policy Coordinating Committee. On be-
half of our nearly 750,000 members, I do appreciate the oppor-
tunity to testify today on the VA Home Loan Guaranty Program.

As we celebrate, as you mentioned, the 50th anniversary of the
VA Home Loan Program, I think it is important that we note that
the VA program has enabled more than 14 million veterans to pur-
chase homes, certainly a significant milestone in the history of the
program and I think a credit to your leadership and efforts as well.

Mr. Chairman, my testimony today will focus on the draft legis-
lation enhancing the VA Home Loan Guaranty Program as well as
some general observations pertaining to the recent changes to the
program in pending legislation. I would like to state up front that
the National Association of Realtors applauds the initiatives that
improve the availability and affordability of veterans housing while
making the program competitive with other mortgage products that
are out there in the field today.

We have long maintained that the Federal housing policy should
be modified to reflect market demand and to ensure financial
soundness. The provisions contained within your draft legislation
will further enhance the viability and accessibility of the VA Home
Loan Guaranty Program and build on the efforts of the subcommit-
tee to improve the program.

We strongly support the draft legislation. Specifically, NAR sup-
ports the provisions permitting the refinancing of adjustable rate
mortgages to fixed rate mortgages and allowing home refinancing
loans for energy efficiency improvements.

With regard to refinancing ARMs to fixed rate mortgages, we be-
lieve this improvement will allow the veteran borrower to realize
long-term interest savings in a potentially volatile interest rate
market. Furthermore, we believe this provision will allow the vet-
eran home buyer whose income and equity have increased to re-
duce his or her monthly debt obligation.

Regarding the proposal allowing home owners to include the cost
of energy efficient improvements when refinancing their mortgages,
we believe this process will allow consumers to achieve the dual
benefit of interest rate reduction and lower utility costs. Clearly,
the positive cash flow created by the energy efficiency improve-
ments translate into a savings in utility for the consumers far out-
weighing the slight additional finance expense.

Mr. Chairman, I believe it is important to note that your provi-
sion is an important benefit for both the borrower and the lender.
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By lowering both their debt service burden and their utility ex-
penses, home owners would have additional funds to meet their
housin¥ obligations which would obviously lessen the potential like-
lihood for mortgage default.

I would like now to address Public Law 102-547, which is the
Veterans Home Loan Program Improvements of 1992. We believe
that the changes enacted in the law—namely, extending the eligi-
bility to Reservists of the VA adjustable rate mortgage product and
the negotiated interest rates—has reinvigorated the VA’s share of
the housing market in all segments of the country and stimulated
homeownership opportunities not only among the veterans but also
among the Reservists, as mentioned earlier by the former panelists.

While the program modifications are generating tremendous in-
terest in the VA Home Loan Program and are resulting in a sub-
stantial increase in the VA loan origination volume, I believe it is
important to note that the modifications are demonstrations sched-
uled to expire in the very near future. The National Association of
Realtors strongly encourages their adoption as permanent features
of the VA Home Loan Program.

Mr, Chairman, NAR conducted a recent survey of 1,178 local
boards of realtors State associations and large agencies and lenders
to determine an evaluation of the program modifications. Our sur-
vey was conducted between June 20 and June 27 of this year. I
welcome this opportunity to share some early observations pertain-
ing to the principal program modifications. :

As you know, Public Law 102-547 extended the Loan Guaranty
benefits for the first time to Reservists under certain conditions.
Approximately 43 percent of the respondents to our survey have
witnessed an increase in the number of Reservists purchasing
homes since they became eligible for the program. Approximately
33 percent of the respondents believe Reservists would not have
beer}xl able to purchase a home if the VA program was not available
to them.

Mr. Chairman, this represents a clear indication that the Reserv-
ists eligibility provision is providing an important benefit to many
home buyers who were either precluded or limited from home-
ownership opportunities.

Approximately 43 percent of the respondents to our survey knew
of veterans or Reservists who were able to purchase a home by ne-
gotiating their mortgage interest rate with a lender. Further, the
respondents commented that negotiated interest rates is an invalu-
able feature for both the veteran buyer and the seller, particularly
in areas of the country where the seller is not accustomed to pay-
ing the discount points.

I believe this is an important factor because NAR has consist-
ently maintained that the administered rate was disadvantageous
to the potential veteran home buyer because it limited the veter-
an’s choices of housing availability and inadvertently restricted the
veteran’s use of his or her entitlement.

The National Association of Realtors also welcomes the provision
establishing an ARM product because it increased the veteran’s op-
portunities for homeownership and facilitated the different borrow-
ing needs of veteran borrowers. Again, our survey pointed out that
approximately 50 percent of the respondents are realtor members
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that sold homes to veterans or Reservists using the Veterans’ Ad-
ministration ARM product and, again, more importantly, that 33
percent of the respondents believe that the VA ARM product was
directly instrumental in the home purchase, with approximately 21
percent of the respondents believing that over half the purchasers
would not have been able to buy a home if the VA ARM product
was not available to them. Given the recent rise in interest rates,
we anticipate greater use of the VA arm as a viable mortgage fi-
nancing product.

Finaﬁ , Mr. Chairman, the National Association of Realtors is
especially grateful for the subcommittee leadership in achieving the
fuﬁ committee approval last year of H.R. 949, the legislation in-
creasing the veterans Home Loan Guaranty amount.

As you know, NAR testified before your subcommittee in strong
support of the provision and worked closely with the Senate Veter-
ans’ Affairs Committee to approve companion legislation, yet this
important bill remains pending for Floor consideration. In the in-
terests of veterans seeking homeownership in the high-cost housing
markets, NAR encourages expeditious enactment of H.R. 949.

As you know, H.R. 949 would increase the amount a veteran is
eligible to borrow from the current $184,000 amount to $203,000.
Increasing this guarantee would make the VA Home Loan Program
more flexible in terms of reflecting the differences in the housing
costs among various areas, broadening the usage of the program
not only in terms of savings to borrowers but also in terms of the
range of borrowers who would be able to purchase homes under the
particular program.

In closing, Mr. Chairman, I just want to thank you and the sub-
committee for the opportunity to be here today to testify on the VA
Home Loan Guaranty Program, and I would certainly stand ready
to answer any questions at your discretion. Thank you very much.

[The prepared statement of Mr. Adams appears at p. 78.]

Mr. SANGMEISTER. Welcome, Mr. DeCesaris. Am I pronouncing
your name correctly?

Mr. DECESARIS. DeCesaris is correct, Mr. Chairman.

Nér. SANGMEISTER. Okay. Thank you very much, you may pro-
ceed.

STATEMENT OF GEATON DECESARIS, JR.

Mr. DECEsARIS. Thank you. Good morning, Chairman
Sangmeister and Representative Kreidler.

My name is Geaton DeCesaris, and I am the president and CEO
of Washington Homes, Inc. of Landover, MD. I have been a home
builder in the Washington, DC metropolitan area for over 20 years.
My company has built over 16,000 homes in the Washington, DC
metropolitan area, primarily for the first-time home buyer.

Of those 16,000 homes, approximately 6,000 were sold through
the VA Home Loan Guaranty Program. In the last 5 years alone
out of approximately 4,000 homes we sold, approximately 1,300
were sold through the VA. If it was not for this program, we esti-
mate that one-half or approximately 650 veterans would not have
had the opportunity to realize the American dream of homeowner-

ship.
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It is my privilege today to represent the views of the National
Association of Home Builders, representing more than 170,000
member firms. I will address the operation of the VA Home Loan
Guaranty Program, the June 3 draft legislation, and, finally, the
legislation to increase the Loan Guaranty amount.

On behalf of NAHB, I would like to salute your subcommittee for
its effective stewardship of the Home Loan Guaranty Program. I
would also like to commend your staff director, Gloria Royce, for
her wealth of knowledge and willingness to work with our industry.
She is greatly appreciated.

The VA Home Loan Guaranty Program is generally very well op-
erated. However, in some areas of the country like Virginia and
even here in Washington, our membership faces slow processing of
conditional commitments. We recently had an MCRV take over 3
months to be processed through the system in Washington.

Although refinancings are not expected to continue at their cur-
rent pace, new loan originations are expected to increase, particu-
larly if legislation to raise the Loan Guaranty amount becomes law.
NAHB respectfully urges that staff levels not be further reduced.

NAHB appreciates the opportunity to provide our views on pro-
posed legislation to modernize the Home Loan Program. NAHB is
overall supportive of your draft bill. Specifically, we support the
bill’'s aim to expand home loan benefit eligibility to Reservists dis-
charged because of a service-connected disability as well as surviv-
ing spouses of Reservists who have died while on active service.
This provision is necessary to provide equitable treatment for mem-
bers of the National Guard and Reserves and their families.

We also support related provisions which would ensure that serv-
ice persons released from their duties because of a reduction in
force are not unfairly denied the home loan benefit.

Regarding refinancings, NAHB also supports the proposal to
allow VA the authority to guarantee home refinancing loans for en-
ergy efficient improvements. NAHB has consistently been a sup-
porter of energy efficient mortgages and long recognized the finan-
cial advantages gained by purchasers of homes with lower energy
costs.

NAHB approves of the provision to allow the VA to refinance
ARMs to fixed rate mortgages even if the fixed rate is currently
higher than the adjustable rate. Veterans should be allowed to
choose the financing mechanisms which they prefer.

NAHB also supports the draft provision to repeal the 30-year-old
requirement for a statement from local officials regarding water
and sewage systems. This creates an unnecess %urden on all
parties. Existing local, State, and Federal laws adequately review
individual water and sewage disposal systems as an alternative to
community and 1gublic systems.

In addition, NAHB respectfully urges you to make permanent
the successful pilot programs created by the Veterans Home Loan
Program Amendments of 1992, such as the adjustable rate mort-
gage program and expanded entitlement program. As interest rates
increase, allowing the veteran to choose between loan programs is
only equitable. My personal experience shows that our VA loans
have increased from 28 percent of our total volume to 33 percent
gince the amendments have been made.
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NAHB applauds you for your sponsorship and successful House
passage of H.R. 949, legislation to increase the Home Loan Guar-
anty amount from $46,000 to $50,750. This important improvement
is needed to effectively increase VA guaranteed home loan limits
from the existing ceiling of $184,000 to $203,000. H.R. 949 is essen-
tial to ensure that all eligible veterans are able to take advantage
of their home loan benefit even if they live in a higher cost area.

Although this bill and its companion legislation in the Senate
were both passed last year, conference committee action and final
passage of this legislation has not occurred. It is my understanding
that the present impasse between House and Senate is not in any
way related to this provision.

n behalf of NAHB, I respectfully urge you to resolve the dif-
ferences as soon as possible and send this much needed legislation
to the White House this summer.

In conclusion, I commend you and your committee for your
strong commitment to providing our deserving veterans with the
American dream. Thank you, and I would be pleased to answer any
questions you may have.

[The prepared statement of Mr. DeCesaris appears at p. 83.]

Mr. SANGMEISTER. Thank you.

Mr. McCord.

STATEMENT OF RON J. MCCORD

Mr. McCoRrD. Thank you, Mr. Chairman.

Mr. Chairman and members of the subcommittee, I am Ron
McCord, president of the American Mortgage Investment Company
of Oklahoma City, OK, and currently serving as chairman of the
Legislative Committee of the Mortgage Bankers Association of
America. Accompanying me today are Michael J. Ferrell, MBA leg-
fisslative counsel; and Burton C. Wood, MBA senior staff vice presi-

ent.

MBA appreciates the opportunity to testify at this oversight
hearing on the VA Home Loan Guaranty Program and on the draft
bill enhancing the program as well as our proposals to improve the
program. This hearing occurs at the most appropriate and historic
time when we have just celebrated on June 22 the 50th anniver-
sary of the Servicemen’s Readjustment Act which created the VA
Home Loan Guaranty Program. Under the program, the VA has

aranteed loans on over 14 million homes totaling in excess of

432 billion.

The mortgage banking industry is proud of the role it has played
in making homeownership possible under the program for this
country’s veterans from World War II as well as from the Korean,
Vietnam, and Persian Gulf Wars.

Mortgage bankers have consistently originated the vast majority
of loans made under the program. In 1993, $40 billion of VA loan
originations were made, of which 87 percent or some $35 billion
were made by mortiage companies. We look forward to continuing
this central role in the future.

We have examined the draft bill you have submitted, Mr. Chair-
man, and we are pleased to support the provisions that extend the
same program eligibility to Reservists that veterans’ surviving
spouses have. We also strongly support the provisions authorizing
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the refinancing of adjustable rate mortgages to fixed rate mort-
gages.

Further, we support the provision authorizing the VA to accept
a property in certain overbid situations and the amendment of the
minimum active duty service requirement in connection with a re-
duction in force or early discharge at the Government’s decision.

Last year both the House and Senate approved an identical in-
%rease in the VA Home Loan Guaranty Program from $46,000 to

50,750.

We are concerned that the delay in raising the limits combined
with the recent jump in mortgage interest rates has resulted in
pricing approximately 12,000 veteran families out of the market.
We urge prompt action on the guaranty increase.

Congress has now authorized two mortgage guaranty products
under the VA insurance program, the traditional fixed rate mort-
gage and more recently approved 1l-year adjustable rate mortgage.
For over 5 years the conventional market has successfully offered
two-step mortfages that have lower initial rates than fixed rate
mortgages and less frequent rate adjustments than 1-year ARMs.
The veteran home buyer would be the clear beneficiary of these
proven mortgage products. MBA recommends, therefore, that Con-
gress give the VA the authority to originate the two-step mortgage.

Under the VA Home Loan Guaranty Program, the VA by law is
required to approve and to rotate the assignment of residential
loan appraisers to VA home loan cases. We believe this require-
ment is obsolete and should be eliminated.

All residential appraisers now must meet State established ap-
praisal standards required by FIRREA. This mitigates against the
need for a statutory restriction. Indeed, FHA is in the process of
implementing appraiser selection procedures as approved in the
1990 Housing Act which will rely on the FIRREA appraiser quali-
fication provisions. )

The elimination of the VA appraisal provisions would eliminate
many of the loan application processing delays that currently arise
under the VA program. MBA therefore urges Congress to amend
the Act to permit lenders to select their appraisers.

This concludes my testimony. MBA appreciates the opportunity
to testify today, and if I might, on a personal note, I would like to,
on behalf of myself along with Mike Ferrell, Burton Wood, and the
others from the Mortgage Bankers Association, express our appre-
ciation for your outstanding leadership and stewardship of the sub-
committee and the outstanding legislative record that you have
achieved.

Thank you.

[The prepared statement of Mr. McCord appears at p. 86.]

Mr SpANGMEISTER. Thank you.

Iltl seems from all of your testimony that things are going rather
well.

H.R. 949 which passed the House last fall contains a provision
to increase VA’s loan guaranty from $46,000 to $50,750. This would
increase no-downpayment limits from $184,000 to $203,000. Since
the Senate has incorporated a similar provision in one of their bills,
I anticipate that an increased guaranty will be effective later this
year. Since most mortgage bankers sell their loans to GNMA, have
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you been in touch with GNMA regarding their increasing their loan
limits?

Mr. McCoRD. I have not personally talked with Ginnie Mae, but
we would certainly encourage and hoge that they would go along
with that increase so that that would be an effective market for us
in the secondary market.

Mr. SANGMEISTER. Maybe it will happen without any problem at
all, but you probably ought to be doing that. It has been quite a
number of years since I was practicing law and closing real estate
deals. However, the brokers used to say, “You know, your client
qualifies for a VA loan, but we don’t want to go through all the red
tape so, we want a conventional loan.” :

Is that attitude prevalent today? Or if you have a person who
definitely qualifies for a VA loan, do you push it?

Mr. ADAMS. Actually, with a few exceptions the appraisal process
being one right now—actually, it is probably the most obsolete in
the process.

The VA program and the modifications over the years, much of
which has been enacted in legislation that you have pushed and
provided, have put that program on fairly even grounds on the
process side to other programs and have made it viable.

Like I said, we are constantly striving for other changes and
modifications that will continue to keep it competitive as the other
programs evolve as well, and, again, having been involved in the
real estate side for 13 years, a long enough period of time that I
have seen exactly what you have said, that that was, I think, a
prevalent attitude 7, 8, 9 years ago, but the modifications that have
evolved, I think, have put that program on even grounds.

Several other refinements need to be done, but, like I said, I
don’t think it is as prevalent a problem any more.

Mr. SANGMEISTER. So the turnaround on a VA loan approval is
within reasonable limits. Obviously, it is going to take more time
than a conventional.

Does anyone else here have a comment on that?

Mr. DECEsARIS. Yes, Mr. Chairman, I would like to comment on
that. We operate actually in the Mid-Atlantic Region from Philadel-
ghia hto Richmond, and we are also in North Carolina and Pitts-

urgh,

On a personal note, we find that the Washiniton regional office
is a much longer process to deal with than either the Baltimore,
Richmond, or North Carolina offices, for example, and it is quite
burdensome for our operation to deal with the VA when it comes
to appraisal issues, and we have met with the VA on that, and I
understand they are working on that, and we appreciate all the as-
sistance that they have given us in the past and look forward to
continuing that. But we would like to continue that communication
going forward to see if we can’t work on the appraisal side.

Mr. SANGMEISTER. We need some improvement in the Washing-
ton office, is what you are saying.

Mr. DECESARIS. Yes, Mr. Chairman.

Mr. SANGMEISTER. Okay.

Mr. McCoRp. Well, I would just like to add that the process is
slower than the conventional market, and to make the necessary
changes in the appraisal area would benefit the program, I think,
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immensely and encourage veterans to pursue the program for home
lending purposes.

Mr, SANGMEISTER. You all seem to be supportive of the legisla-
tion I am Elrxtl)posing to try to improve things. But do any one of you
have anything that, if you were sitting where I am sitting here, you
would say, well, this has really got to be a change that we ought
to be making in the law?

Mr. ApAMS. Just one, Mr. Chairman. We really think-—the entire
association that I represent thinks that maybe reconsideration of
the second use funding fee increase is something that really should
be considered. Several reasons, probably the most important being
that that borrower that is using his VA benefits the second time
around probably represents one of the lowest risk borrowers to the
program, and the higher funding fee requirement probably discour-
ages that borrower in a lot of instances to go into another type of
financing, and, again, I think that in itself probably doesn’t serve
either the revolving fund well or that veteran borrower. So we
would certainly like that to maybe be considered and revisited.

Mr. SANGMEISTER. Yes, it will have to be. We were proposing
that, as you probably know, and then of course in reconciliation
that got taken away from us. But you are absolutely right on what
you say on that.

Mr. ApAMS. And especially coming from San Antonio with such
a strong military heritage, I mean we see that quite a bit.

Mr. SANGMEISTER. Okay.

Does minority have any questions you would like to ask?

Mr. JONES. No questions at this time, Mr. Chairman.

Mr. SANGMEISTER. No questions at this time. Okay.

Well, I think that pretty well puts it together. Thank you very
much for taking the time to come here today so we can get your
perspective on matters, which is very important, and we will be
proceeding accordingly.

Mr. ApaMs. Thank you, Mr. Chairman.

Mr. McCorp. Th you.

Mr. DECEsARIS. Thank you very much.

Mr. SANGMEISTER. That terminates the testimony for today, and
the committee is adjourned.

[Whereupon, at 11:04 a.m., the subcommittee was adjourned.]
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Mr. Chairman and Members of the Subcommittee:

| am pleased to appear before you today to discuss the operation of the
Department of Veterans Affairs Loan Guaranty Program. In your invitation letter,
you specifically requested testimony on originations, ioan servicing, property
management, staffing levels, timeliness, and loan asset sales. You also

requested testimony on proposed legislation to enhance this program.

CURRENT ACTIVITY

Mr. Chairman, | would first like to bring you up-to-date on the current
activity of the Loan Guaranty Program. During the past year, mortgage interest
rates reached levels as low as they have been in 20 years. in an effort to ensure
that veterans with active VA loans were aware that they could refinance their
current loans to lower interest rates, VA mailed a letter to approximately 1.8
million veterans who had active VA loans at interest rates of 8.5 percent or
higher. The letter informed the veterans that VA refinancing loans were available

to reduce the interest rate on their current loans with little or no expense and

urged them to consider refinancing to lower the rate.

As a result of the low mortgage interest rates and recent program
improvements, the number of VA-guaranteed home loans made this year has
increased significantly. In fact, the 156,534 loans guaranteed during the second
quarter of FY 1994 is the largest number for any quarter in the past 7 fiscal
years. For FY 1994 year-to-date through May, we have guaranteed 406,243

loans (worth $37.3 billion) as compared to 228,247 loans for the same period last

@37
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year. At this rate, VA will guarantee over 600,000 loans this fiscal year. This
would rank as the second largest yearly volume in VA history, second only to the
640,000 loans guaranteed in 1947. Over half (52 percent) of the loans
guaranteed were interest rate reduction loans, for a total through May of

212,234, worth $19 billion.

CERTIFICATES OF REASONABLE VALUE

In the Construction and Valuation area of the Loan Guaranty Program,
even with the unprecedented loan volume, we have been able to process
Certificates of Reasonable Value (CRV's) on a very timely basis nationwide. For
FY 94 through May, 90 percent of all CRV's were issued within 20 days of the

request, which is the established timeliness standard.

LENDER APPRAISAL PROCESSING PROGRAM

| would also like to update the Subcommittee on our Lender Appraisal
Processing Program (LAPP). Our third annual report to Congress on LAPP
which covered the 12-month period from April 1, 1993, through March 31, 1994,
shows a significant increase in lender participation. During that period, VA
guaranteed 27,477 loans in which the lender made a determination of
reasonable value for the property which secures the loan. This is a dramatic
improvement compared with the 7,374 LAPP loans guaranteed during the 12-
month period ending March 31, 1993, and suggests that lender participation will
continue to increase. We believe LAPP is providing its principal benefit to

veterans, that of speedier loan closings.

DEFAULTS AND FORECLOSURES

Mr. Chairman, | am pleased to report that the trend in defaults and
foreclosures is downward. Defaults reported during the first half of FY 1994
(66,693) were down 13 percent from those reported in the same period in FY
1993 (76,711) and down 21 percent from those reported in the same period in
FY 1992 (84,175). Foreclosures for the first half of FY 1994 (12,155) were down
10 percent from those reported in the same period in FY 1993 (13,513) and



39

were down 28 percent from those reported in FY 1992 (16,880). Defaults
pending decreased from 113,654 at the end of FY 1992 to 110,792 at the end of
FY 1993. The number of defaults reported in those years declined from 153,389
to 142,190.

Even as defaults trend lower, we continue to emphasize our program to
provide delinquent veteran borrowers with personal supplemental loan servicing.
These efforts assist veterans to retain home ownership and mitigate VA's
program losses through a reduced number of loan terminations and claim
payments. Program losses are also reduced when veterans cooperate with VA
in resolving insoluble defaults through lower-cost alternatives to foreclosure,

such as a private sale or voluntary conveyance of their property.

VBA's index of Foreclosure Avoidance Through Servicing measures the
extent to which foreclosures would have been greater had an alternative to
foreclosure not occurred. The index measures items such as: successful VA
interventions, refunding, compromise claims, and deeds in lieu of foreclosure.
The measurement indicators clearly show that foreclosure avoidance efforts
assist veterans and are cost-effective. To encourage field stations to improve
their supplemental servicing, we established Departmental goals to improve
performance measured by the index and periodically publish comparative results

for regional office use.

For the first half of FY 1994, our foreclosure avoidance index shows that
approximately 29 percent more foreclosures would have occutred had VA
regional offices not intervened with loan holders on behalf of veterans or pursued

alternatives to foreclosure with veterans.

As a direct result of our efforts in assisting veterans with alternatives to
foreclosure, we realized savings of nearly $78 million in FY 1993 and nearly $38

million for the first half of FY 1994.

To further increase the number of cases in which an alternative to
foreclosure is found, on December 1, 1993, VBA established a test program
allowing loan servicers to approve compromise sale offers and voluntary

conveyances.
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VBA completed 1,323 compromise claims during FY 1993. This occurs
when a property is worth less than the mortgage debt, and payment of the
difference by VA as a compromise claim lets the veteran complete a private sale.
The test program allows servicers to process compromise sale offers based on
VA-established criteria. This eliminates the delays inherent in obtaining VA's

prior approval in each case and will result in more foreclosures being avoided.

During FY 1993, VBA accepted 1,906 voluntary conveyances on insolvent
VA-guaranteed home loans. When VA accepts a voluntary conveyance,
liquidation expenses are reduced. By allowing loan servicers to pursue and
accept voluntary conveyances on behalf of VA, it is expected that more will be

completed, also saving the Government additional costs of foreclosure.

ACQUIRED PROPERTIES

Mr. Chairman, VA's inventory of properties reached an ali time high of
25,172 in March 1988. Since that time, we have focused on a steady, measured
reduction in the inventory. We have acquired approximately 2,342 fewer
properties during the first 8 months of Fiscal Year 1994 than we acquired during
the same period in FY 1993. Consistent sales efforts by our regional offices
have reduced the inventory to 11,921 properties on hand as of the end of May,
1994 (nearly 1,000 fewer properties than on hand the same time a year ago).
Property sales thus far in Fiscal Year 1994 have generated over $1.017 billion in

revenues for the revolving funds.

Our present sales goals call for the inventory at the end of the fiscal year
to be no higher than the total on hand as of the end of the last fiscal year, or
11,283. The inventory is being turned over constantly and properties on hand
are going through the repair and sales process about as quickly as can
reasonably be expected. A secondary goal is that the number of properties on
hand for over 12 months be 10 percent less than the 666 such properties on
hand as of the end of Fiscal Year 1993. This additional focus on selling older
properties is intended to continue the reduction from the over 12-month inventory

of more than 3,800 properties which we had only 6 years ago.
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HOMELESS VETERANS

Now let me turn to our efforts to assist the homeless. The Homeless
Veterans Comprehensive Service Programs Act of 1992 (Public Law 102-590)
amended section 3735, title 38, United States Code, to provide authority until
December 31, 1995, for using VA-acquired properties to shelter homeless
veterans and their families. This program was intended to help homeless
veterans and their families at little cost to VA, by making "hard-to-sell" properties

available for their use.

Under the program, local government agencies and nonprofit
organizations, including veterans' service organizations, working on behalf of
homeless persons, can purchase VA-acquired properties at discounts ranging
from 20 to 50 percent. To date, 32 properties have been sold to homeless
providers under the program and another 2 are being used by a VA medical
center for a compensated work therapy program. Purchasers include the
American Legion, the American Gl Forum, the Jewish War Veterans, and other

veterans' groups.

Public Law 102-590 also provided authority for VA to lease properties with
an option to purchase and to donate certain properties. The law also authorized
VA to establish credit standards for the sale of properties with VA-provided
financing to local government agencies and nonprofit organizations working. on

behalf of homeless persons.

in March 1993, we implemented a test program to lease 50 properties to
homeless providers. Locations of the properties to be leased were selected by
VA field offices based on their experience with the local populations of homeless
veterans, local homeless providers, the availability and suitability of properties in
the VA inventory, and VA staffing resources to monitor the activities of the

providers as well as to monitor the properties under lease.

Under the homeless leasing program, properties may be leased to
organizations working on behalf of homeless persons for 1 year at a rent of $1.

The leases may be renewed for up to two additional lease terms of 1 year each
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and providers may exercise the option to purchase the property. To date, leases
have been executed for 26 of the 50 properties which were allocated for the test
program. One property which was initially leased has subsequently been sold to

the homeless provider to whom it was leased.

VA regional offices have initiated a variety of outreach efforts to promote
the homeless program and continue to routinely notify homeless providers and

other interested parties about the program.

LOAN ASSET SALES

Mr. Chairman, you asked that our testimony address loan asset sales. A
major success in that area is the "Vinnie Mac" securities program which was
launched in June 1992. Sales under the program have been continued for Fiscal
Years 1993 and 1994, as authorized by Public Law 102-547. This law
specifically permits VA to directly guarantee payment of principal and interest on
mortgage securities backed by vendee loans which are sold prior to December

31, 1995.

A new issuing conduit, "Vendee Mortgage Trust,” was created for the
Vinnie Mac program to distinguish the guaranteed certificate sales from prior VA
vendee loan securitizations through American Housing Trusts. The program
nickname, Vinnie Mac, was adopted to establish market recognition for the
guaranteed Real Estate Mortgage Investment Conduit (REMIC) securities as an
Agency security comparable to those guaranteed by the Government National
Mortgage Association (Ginnie Mae) which are backed by the full faith and credit

of the United States of America.

Seven VA-guaranteed REMICs have been issued to date through the
Vinnie Mac program: two 1992 sales totaling $834,396,563 of vendee loans,
three 1993 sales totaling $1,593,996,517 of vendee loans, and two sales so far
in 1994 totaling $970,881,862 of vendee loans.

Post-sale analyses of the Vinnie Mac offerings indicate that VA has

received significantly better prices for guaranteed Vinnie Mac mortgage
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securities than those obtainable for comparable nonguaranteed securities issued
through American Housing Trusts. Total increased proceeds to VA on the $3.4

billion of Vinnie Mac sales to date are estimated to be more than $55 million.

LENDER MONITORING

Mr. Chairman, | would now like to discuss the progress and achievements
of the Lender Monitoring Unit. The Monitoring Unit was created in September
1989 to ensure a higher level of compliance by lenders with the laws,
regulations, and policies governing the origination and servicing of VA-
guaranteed loans. The first origination lender audit was conducted by the Unit in
March 1990, and the first servicing lender audit was conducted in November
1991. As of June 9, 1994, the Unit has completed 629 on-site reviews of lenders
and servicers, of which 491 were origination audits and 138 were servicing

audits.

Based on a total of 341 final audit reports released to lenders and

servicers to date, VA has:

« recovered losses in the amount of $834,615;

» accepted indemnification agreements in the amount of $2,397,359; and

« denied liability on loans with potential claim and acquisition costs totaling

$644,940, for a total savings to the Government of over $3.8 million.

STAFFING

My next area of discussion is in response to your request for information
on Loan Guaranty staffing. The Loan Guaranty Program had a total staffing
level of 2,033 FTE for Fiscal Year 1994 through May. This is 9 FTE lower than
the 2,042 FTE estimated for FY 1994 in the President's FY 1995 Budget.
Approximately 42 percent of these employees are involved with origination of
new guaranteed loans. The remaining 58 percent are involved with servicing

delinquent guaranteed and portfolio loans, payment of lenders' claims due to
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foreclosure, and management and disposition of acquired property. The FY
1995 amended request for Loan Guaranty of 1,942 FTE represents a decrease
of 4.5 percent in current program employment. This is 100 FTE less than the
original request of 2,042 FTE. This reduction reflects fewer refinancing loan
originations due to rising long-term interest rates as well as the continuing

improvement in the level of defaults reported by lenders.

DRAFT LEGISLATION

Mr. Chairman, you also requested VA's views on a draft bill to make

various amendments to the VA housing loan guaranty program.

Section 1 of the draft bill would make two modifications to the current law
regarding the eligibility of Reservists for VA loans. Persons not otherwise eligible
for housing loan benefits who have completed at least 6 years in the Selected
Reserve, including the National Guard, were made eligible for VA housing loan
benefits by section 2 of the Veterans Home Loan Program Amendments of 1992,
Public Law 102-547. Section 1(a) of the draft bill would grant loan benefits to
Reservists who were discharged or released from the Reserves before
completing 6 years of service because of a service-connected disability. Section
1(b) of the bill would also grant these benefits to the surviving spouses of
Reservists who died from a service-connected cause incurred during reserve
training. Our preliminary estimate indicates that VA would guarantee an
additional 165 loans per fiscal year, with a 5-year cost of approximately $1.1

million.

VA strongly favors these amendments if their costs are fully offset.
Current law waives minimum service requirements for housing loan benefits for
veterans discharged or released from active duty for a service-connected
disability. The faw also grants loan entitlement to surviving spouses of veterans
with qualifying active duty who died from a service-connected disability. Equity
dictates that similar treatment be given to Reservists who are killed, injured, or

die from an injury or illness incurred during their weekend drills or 2-week annual

training.
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Section 2 of the draft bill would repeal section 3704(e) of title 38, United
States Code, which prohibits VA from guaranteeing loans for newly constructed
residences in areas not served by public or community water and sewerage
systems where local officials certify that the establishment of such systems is
feasible. Since 1965, when this requirement was enacted, conditions have
changed significantly. VA believes that Federal, State and local laws now
adequately cover the subject of individual water and sewage disposal systems
as an alternative to public systems. For the most part, the certification
requirement is a paperwork exercise. Section 3704(e) places a burden on local
officials, program participants, and VA without materially benefiting veterans.

Accordingly, Mr. Chairman, VA favors repealing this requirement.

Section 3(a) of the draft bill would authorize VA to include in interest rate
reduction refinancing loans an additional amount for energy efficiency
improvements. We believe this provision needs more study. Therefore, VA

cannot support this proposal at this time.

Section 9 of the Veterans Home Loan Program Amendments of 1992
authorized VA to guarantee loans for the acquisition of a property which include
up to an additional $6,000 for energy efficiency improvements. These extra
amounts for energy improvements may cause the loan in some cases to exceed
the appraised value of the property. Because this authority is new and only a
relatively few such loans have been recently guaranteed, VA has not had the
opportunity to evaluate this program. While VA supports the concept of energy
efficient mortgages, we believe further expansion of this authority should be
delayed unti! both VA and private I€hders -have had an opportunity to fully

evaluate how this concept is working in practice.

Section 3(b) of the draft bill would correct a problem that has arisen in
connection with refinancing Adjustable Rate Mortgages (ARMs). Until recently,
Mr. Chairman, a VA loan bore interest at a fixed rate throughout its term.
Section 3 of the Véterans Home Loan Program Amendments of 1992 authorized
a 3-year demonstration program for ARMs. Under the law, the interest rate on
an ARM may increase or decrease up to 1 percentage point per year, with a

possible ceiling of 5 percentage points above the initial contract interest rate.
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Current law permits a veteran to refinance an existing VA loan with a new
VA loan at a lower interest rate. These loans, referred to as interest rate
reduction refinancing loans (IRRRLs), are made with no additional charge to the

veteran's entitlement and at little or no cost to the veteran.

A difficulty arises in cases involving veterans who wish to refinance
existing VA-guaranteed ARMs with fixed-rate mortgages using the IRRRL
program. It often occurs that the current interest rate on an ARM is less than the
rate available on a fixed-rate mortgage. During periods of low interest rates, it
may be beneficial over the long term for the veteran to refinance an ARM with a
fixed-rate loan, even though the short-term cost may be higher. Current law
prevents the veteran from doing this and the draft bill would correct this inequity
by permitting veterans to refinance existing VA ARMs to convert them to fixed-
rate loans whenever the veteran considers it advantageous to do so.

Accordingly, VA favors this amendment.

Section 4 of the draft bill would provide that any manufactured home
properly displaying a certificate of conformity with all applicable Federal
manufactured home construction and safety standards would be eligible for
purchase with VA financing. This section would also repeal the requirement that
VA inspect the manufacturing process of manufactured homes and conduct on-
site inspections of manufactured homes purchased with VA financing. VA favors

these amendments.

When the Congress enacted the VA manufactured home loan program in
1970, there were no comprehensive regulations insuring the safety and fitness of
manufactured housing. Four years later, however, the Congress enacted the
National Manufactured Housing Construction and Safety Standards Act of 1974.
That Act required the Secretary of Housing and Urban Development, in
consultation with the Consumer Product Safety Commission, to establish
manufactured home construction and safety standards. Units are required to
have permanently affixed to them a tag or label certifying their compliance with
the Federal standards. HUD is authorized to conduct necessary inspections to

enforce the Federal standards.
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VA believes that the comprehensive scheme established by the 1974 law
is sufficient to insure that new manufactured homes purchased by veterans with
VA-guaranteed loans will be properly built and suitable for occupancy and use.
We believe VA manufactured home plant inspections and on-site visits provide

no benefit to veterans, and better use can be made of VA staff time.

Section 5 of the bill would permit VA to accept conveyance of the property
from a loan holder notwithstanding the holder's overbid at the liquidation sale.
Under the so-called VA no-bid formula, VA determines when it would be cost-
effective to acquire the property that secured a VA-guaranteed loan from the
private holder following foreclosure. |f the net value of the property exceeds the
veteran's total indebtedness minus the amount of VA's guaranty, the holder has
the election to convey the property to VA if the holder acquires the property at
the liquidation sale for an amount that does not exceed the lesser of net value or
total indebtedness. The lesser of net value or total indebtedness is sometimes

called the "upset price."

On occasion, due to a miscommunication between VA, the loan holder,
and the holder's attorney, the holder's bid at the foreclosure sale exceeds the
upset price. Under current law, VA's guaranty payment reflects the holder's
actual bid, and VA may not accept the property unless the holder's bid was the
minimum amount the holder was required to bid under State law. Under the bill,
if the holder overbids, the guaranty payment computation will not change. The
holder will, however, be permitted to convey the property to VA for the upset
price. This is the same amount which VA was prepared to pay for the property
had the holder bid the upset price. VA does not believe either the Government
or the veteran is prejudiced by a bid in excess of the upset price, and it is stif!
cost-effective for VA to acquire the property for the upset price. Accordingly, VA

has no objection to this amendment.

The final section of the bill, Mr. Chairman, would waive the 2-year
minimum service requirement for loan guaranty benefits for service members
who were released from active duty due to a reduction in force. Chapter 37 of
title 38, United States Code, grants loan guaranty entittement to veterans who

have honorably completed either 90 days of setvice during a period of war or
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181 days of non-wartime service. Section 5303A of title 38, however, imposes
an additional requirement on persons who first entered active duty after either
September 7, 1980, or October 16, 1981. Veterans affected by section 5303A
are generally denied VA benefits unless they completed the shorter of 24 months
of continuous service or the full period for which they were ordered to active
duty. Although section 5303A contains some exceptions, persons released as
part of the downsizing of the Armed Forces are generally precluded from
qualifying for housing loan benefits unless they have completed 24 months of

service.

VA believes it is inequitable to deny loan guaranty benefits to such
veterans who have met the minimum service requirements in chapter 37 simply
because they failed to serve 24 months when they were released early from
active duty through no fault of their own. VA, therefore, favors this amendment.
Our preliminary estimate indicates that we will guarantee an additional 2,000

loans per fiscal year as a result of this provision at a 5-year cost of $13.6 miltion.

Since certain provisions of this bill will increase direct spending, the bill is
subject to the pay-as-you-go requirements of the Omnibus Budget Reconciliation
Act of 1990. The total estimated 5-year cost of the entire bill is $14.8 million.
None of the provisions require additional FTE resources. VA's favoring of certain

provisions of this bill is conditioned on the Congress finding offsetting savings.

This completes my testimony, Mr. Chairman. | will be pleased to respond

to any questions you or the other members of the Subcommittee have.
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MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

On behalf of the more than 1.4 million members of the
Disabled American Veterans (DAV) and its Women's Auxiliary, I am
pleased to present our views on the operation of the Department
of Veterans Affairs' (VA) home loan guaranty program and a draft
bill for legislation enhancing the loan guaranty program.

At the outset, I would note for the Subcommittee's
information that the DAV supports a strong and viable home loan
guaranty program. The members of the DAV adopted a resolution
to that effect at the annual DAV National Convention. And, all
indications are that the loan guaranty program remains strong
and viable. Since the program's inception, veterans have taken
advantage of its benefits in more than 14.3 million loans with
approximately 3.4 million loans outstanding.

Through May of the 1994 fiscal year (FY), there were
406,000 new VA loans with a projection of 600,000 for FY 1994.
If this projection is fulfilled, FY 1994 will have had the
second highest volume of loans in the history of the program.
This represents a substantial increase over the 383,303 loans
guaranteed in FY 1993.

The VA mailed approximately 1.6 million letters to persons
with VA guaranteed loans advising them of the availability and
advantages of Interest Rate Reduction Refinancing Loans. There
is no information available yet on responses to this mailing,
but indications are that there is a huge volume of refinancing
loans with approximately 212,000 refinancing loans out of the
406,000 total new loans through May 1994. These refinancing
loans help everyone. The government's potential liability is
reduced and veterans' financial burdens and chances of default
are lessened.

The rate of default for this year is running about 13
percent lower than last year, and VA attributes this to more
than one factor, but partly due to loan servicing. When VA
learns that a veteran is delinquent on a guaranteed loan, it
initiates contact with the veteran to assist in avoidance of a
default. Such interventions resulted in 38 million dollars in
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(2)

savings for the first half of FY 1994. VA now has 11,921
foreclosed properties on hand, and that has declined from 12,853
properties on hand at this time last year.

Thus, these figures show that the workload for the loan
guaranty program is increasing, but that loan servicing is
resulting in less defaults, which translates to savings for the
government and less loss of homes by veterans. Conversely,
inadequate or delayed loan servicing due to inadequate staffing
results in more defaults and longer delays in selling the
property with more economic loss to the government and veterans.

In the Independent Budget for the Department of Veterans
Affairs, presented to Congress by the DAV and other veterans'
service organizations, the cost-effectiveness of having
sufficient employees to help delinguent veterans avoid default
has been noted repeatedly. We are unaware of any disagreement
with this position. 1In view of increasing workload, the
Independent Budget includes a recommendation of adding employees
for loan servicing with overall increased FTE to 2,180.
However, for FY 1995, VA proposes a reduction of its loan
guaranty personnel to be absorbed by a projected decreased
workload. For FY 1994, VA loan guaranty has 2,042 FTE. VA
proposes to reduce this to 1,942 FTE for FY 1995.

With the increasing numbers of veterans obtaining VA
guaranteed loans, the recent expansion of eligibility to include
certain reservists, and the additional expansion of
eligibility proposed in the draft bill under consideration in
this subcommittee, a projection of decreasing demand for VA
guaranteed loans is a guestionable basis for reducing staffing
levels. We are informed that VA is already experiencing some
backlog in processing loan applications and appraisals.
Certainly, it would be unwise to let this situation in loan
guaranty deteriorate to a state resembling that now seen in
claims adjudication backlog crisis.

The DAV therefore continues to have concerns about adequate
staffing levels for the loan guaranty program.

As noted, the draft bill of legislation to enhance the loan
guaranty program would expand eligibility for VA guaranteed
loans. Section 1(a) would provide for eligibility in the case
of a reservist discharged because of a service-connected
disability before completing the six years of service now
required under section 3701, title 38, United States Code.
Section 1(b) would provide eligibility for surviving spouses of
reservists who die while on reserve duty. Section 6 would
provide eligibility for veterans discharged or released from
active duty as a result of a reduction in force before the
completion of the 24 months continuous active duty that is
otherwise required for veterans who enter service after
September 7, 1980.
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(3)

The DAV supports loan guaranty eligibility for these three
classes of beneficiaries. The circumstances of the entitling
service in these instances justify eligibility for loan
guaranty. While it appears that the surviving spouses of
reservists who die while on reserve duty or as a result of
service-connected disability are already eligible for home loan
guaranty under the plain language in subsections (2), (16), and
(24) of section 101, title 38, United States Code, and while it
is similarly arguable that reservists discharged because of
service-connected disability are also eligible under section
3702(2)(B) of title 38, United States Code, the proposed
amendments in section 1(a) and 1(b) of the draft bill will add
clarification and rescolve any uncertainties.

Section 2 of the draft bill would remove the regquirement of
certification of the water and sewerage systems. Section 4
would remove inspection requirements for manufactured homes and
deem homes meeting Federal manufactured home construction and
safety standards as meeting the Secretary's standards. Section
5 allows the holder of a VA guaranteed loan to correct an
overbid. This technical amendment is procedural in nature and
results in no cost to the government or borrower. The DAV has
no opposition to the amendments contained in these sections.

Section 3(a) of the draft bill would provide authority to
include loans for energy efficiency improvements with home
refinancing loans. Section 3(b) would provide authority to
refinance adjustable rate mortgages to fixed rate mortgages.
These amendments will improve VA guaranteed loans by providing
more options and flexibility for the veteran. The DAV supports
the amendments contained in these sections.

In closing, the DAV wishes to thank the Chairman and
members of the Subcommittee for your efforts to improve the VA
home loan guaranty program and for allowing us to present our
views on your draft bill and to participate in the oversight
process. This concludes our remarks.
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Mr. Chairman and members of the Subcommittee, The American Legion would
like to thank you for your continued leadership and for the opportunity to present
our views on legislation that would improve the Home Loan Guaranty benefit for
veterans and their spouses. We are grateful that this subcommittee has worked
hard to ensure eligible veterans and their families receive the benefits they have
earned. It is this type of leadership that has resulted in the success of the home
loan program.

Since the inception of the GI Bill, over 14 million veterans have received
benefits through the VA's Home Loan Guaranty program. The GI Bill not only
educated America's veterans, but also made home ownership a reality. It is
evident as we celebrate the 50th anniversary of the GI Bill, that these veterans
programs not only benefit veterans, but society as a whole.

Mr. Chairman, we are all aware of the current active military force reductions.
During this time of rapid downsizing, the Reserves and National Guard are now
fulfilling many missions normally assigned to the active military. Today's
reserve units are structured to augment the nation's shrinking active military.
The importance of reserve duty is growing daily as world commitments increase
and our active force is reduced. This shift in responsibility was clearly evident
during the Persian Gulf War.

Also, the rapid downsizing of the military is resulting in many veterans being
released from active duty prior to their obligated service time. In many
instances, veterans who are discharged at the convenience of the government are
released before they meet minimum service requirements to be eligible for
veterans benefits.  These veterans should not be denied benefits for
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circumstances beyond their control. The American Legion believes that this
legislation is equitable and deserving for both former members of the reserves
and their spouses and veterans who do not meet minimum service requirements
because of separation due to downsizing.

Many veterans and lenders who desire to participate in the Home Loan Guaranty
program are frustrated by some of the redundancy in the administrative
requirements. This legislation would relieve veterans of the requirement to
furnish documentation on local sewage systems and also not require inspection
reports for manufactured homes. Since current laws already address these
issues, they are not necessary and will simplify the home buying process. Not
only will this bill simplify the program, it will also greatly enhance the VA's
marketability by allowing the government to accept overbids on foreclosures.
This is a greatly needed improvement and makes sound business sense.

Finally, this legislation will provide veterans the flexibility to refinance existing
loans and/or the ability to "lock in" rates on an adjustable rate mortgage. These
provisions are a wise addition to the program. The American Legion believes
that these provisions will provide veterans the same types of opportunities
available to non-veterans.

Mr. Chairman, once again The American Legion appreciates the opportunity to
testify concerning a veterans benefit program that has had a major impact on our
society. We believe the recommended changes to this legislation greatly
improve the Home Loan Guaranty program. This concludes my testimony.
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Introduction

Chairman Sangmeister, Vietnam Veterans of America, Inc. (VVA) commends you for
holding this hearing to evaluate the VA Home Loan Guaranty Program and your draft bill which
will enhance use of this program in a number of ways. VVA shares your interest in ensuring that
the VA Home Loan Guaranty Program operates as efficiently as possible, in order that it may
continue to serve veterans as a readjustment tool. VVA appreciates the openness you have

employed in hearing our concerns in the past.

It is worth noting that this program originated from the original "GI Bill". Just last week
we celebrated the 50th Anniversary of this historic law. This program continues to help veterans
and their families purchase homes. While VVA continues to have concerns about VA’s servicing
of delinquent loans as well the management of VA’s property portfolio, we are pleased to see

the program improvements included in this proposed legislation.

Draft Legislation

VVA supports all of the provisions included in the draft legislation before us today. The

initiative in Section 1 which would expand eligibility for the Home Loan Guaranty Program to
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certain reservists and certain surviving spouses of reservists is an important step to ensure that
those citizens who have sacrificed through their military service are able to live comfortable lives
and become homeowners. Sections 2 and 4 of the draft bill provide relief from outdated statutes
regarding inspections of water and sewerage systems and manufactured homes. VVA

recommends passage of both.

VVA is particularly pleased to see the inclusion of the provisions in Section 3 (a) and (b).
This would give veterans more flexibility and discretion in refinancing by offering the option to
include the costs of energy efficiency improvements. And the veteran borrower could save a
great deal in interest costs, by refinancing from an adjustable rate mortgage to a fixed rate

mortgage.

After close analysis of Section 5 of the draft legislation VVA feels confident in endorsing
these provisions, as they will ensure continuing support of the program from lending institutions.
This portion of the legislation was at first rather confusing, but our examination determined that
this will not effect the size of the debt established against the veteran, por will it significantly
increase VA’s workload. The proposed language will simply improve relations with loan holders

and therefore enhance the viability of the Loan Guaranty Program.

As you know, Mr. Chairman, VVA has concemns about VA’s practices in assisting
veterans with delinquent loans. We have discussed our concerns about the lack of a procedure
and qualification by which veterans can get VA assistance in refunding (refinancing) their
defaulted loans. While the changes suggested in this section of the draft bill would not alleviate

this problem, we do not anticipate that it will exacerbate the problem either.

This language would simply allow VA to acquire property after foreclosure even if the
lender has "overbid”. Generally, it seems, it is lenders that work with small numbers of VA
Home Loan Guarantees and are thus less familiar with the procedures and policies that make the
"overbid” mistakes. Under the proposed provisions, VA will not be forced to assume this loss,

nor would the veteran be at higher risk of foreclosure.
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You will recall, Mr. Chairman, that VVA has also raised concerns about VA’'s
management of its property and loan portfolio, which seems to cost taxpayers hundreds of
thousands of dollars. Since the real estate market has improved recently, VA has made a small
"profit" when disposing of acquired properties. Therefore it is not expected that VA would loose
money in the small number of additional properties it would acquire under the provisions of the

draft bill, Section 5.

Simplify Eligibility

VVA also supports the provisions of Section 6 of the draft bill, which would clarify the
minimum service requirement for persons released from active-duty because of a reduction in
force or an early discharge for the convenience of the government. We would additionally
suggest that the Subcommittee consider going a step further to streamline the program eligibility.
By removing the varying wartime periods of eligibility and making the criteria more uniform and

clear-cut, the program would be much more manageable and could serve more veterans.

One suggested method of doing this would be to restructure the eligibility critenia as
follows: each veteran serving on active duty after September 15, 1940, and whose total service
is no less than 90 days; each veteran who after September 15, 1940, was discharged or released
from active duty for a service-connected disability; for a 7-year period beginning on October 28,

1992, those veterans (reservists) described in section 3701(b)(5) of Title 38.

In general the VA Home Loan Guaranty Program has been very successful in serving the
mission set forth in the original GI Bill. The program has allowed many more American veterans
to become homeowners, and has done a great deal in its 50 years to build this nation’s middle
class. Through revenues generated by all levels of government from property taxes and the
incomes generated by home building, the VA Home Loan Guaranty Program has more than paid

for itself through these secondary societal benefits.

While there may be certain risks of opening loan guaranty eligibility to the general



57

veteran population, it would seem that the benefits outweigh the risks. New protections should
be implemented to ensure that the VA loan guaranty doesn’t allow veterans to borrow more than
they can truly afford. Clearly, property values have escalated making home ownership more
difficult to attain than it was 50 years ago at the program’s genesis. With thousands of service
personnel leaving the military because of the drawdown, the VA Home Loan Guaranty program
is again needed to help our military veterans make successful transitions into the civilian
community. Opening and simplifying eligibility would enhance the program’s viability, would

improve the quality of life for veterans and their families, and could stimulate the nation’s economy.

Conclusion

While VVA continues to have concerns about loan servicing and property management
and loan sales, Mr. Chairman, we do support the purposes and successes of the VA Home Loan
Guaranty Program. The problems with management of the property portfolio and the sometimes
unnecessary foreclosures continue to burden the efficiency of the program and disrupt the lives

of effected veterans and their families.

VVA has discussed these concemns with you at past meetings and Subcommittee hearings,
and thus feels no compulsion to reiterate the details. Regardless of the short-sighted and inflated
Congressional Budget Office cost estimates, VVA supports the concepts embodied within H.R.
2331 as viable tools in reducing these problems. We again suggest that you use your oversight
authority as Chairyof this Subcommittee to investigate these problems and potential solutions.

VVA would be very pleased to work with you on these measures.

We commend you, Mr. Chairman, for taking the initiatives you have set forth in this draft
legislation. The provisions of this bill represent progress in bringing the VA Home Loan
Program up to speed with current service demands, and would simplify various outdated points

of the current law.

Mr. Chairman, this concludes our statement.
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Mr. Chairman and Members of the Subcommittee, on behalf of the
members of Paralyzed Veterans of America (PVA), I wish to thank you
for inviting us to participate in this morning’s hearing. I will
focus my comments today on the Department of Veterans Affairs (VA)
Home Loan Guaranty Program and draft legislation submitted to

improve the home loan guaranty program.

VA Home Loan Guaranty Program

PVA has consistently expressed solicitude regarding the existence
of a viable benefit program to assist veterans in purchasing homes.
This concern is magnified for those disabled veterans who use
wheelchairs. The housing options of veterans who use wheelchairs
are limited to accessible housing, which makes them particularly
vulnerable in an economy which has seen the cost of homes and
construction more than double over the past decade. VA'’s Home Loan
Guaranty Program has, without question, enabled many paralyzed
veterans to become home owners. For that reason, PVA takes a
special interest in the well-being of this indispensable benefit

program.

VA’s Home Loan Guaranty Program offers a fully guaranteed mortgage
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loan with a no downpayment requirement. The program also
guarantees a certain percentage of the loan to the mortgagor in the
event of a foreclosure. Since its inception, this program has
enabled over 14 million veterans to purchase and maintain a home.
There are approximately 3.48 million loans currently outstanding.
These impressive figures illustrate the longstanding success and

popularity of the home loan program.

While PVA is generally pleased with the veteran’s home loan
program, we are troubled about the lack of FTEEs designated to loan
servicing and counseling. In FY 1993, approximately 63 percent of
loan guaranty employees (1,308) serviced delinquent loans,

foreclosures, and property management, but only 705 FTEEs dealt

with loan servicing and counseling. Intervention by VA service

representatives have produced successful alternatives to
foreclosures. VA loan service representatives provide counseling
to veterans. VA representatives, in some cases, intercede directly
with loan holders to obtain a reasonable payment plan for the
veteran. In instances where the veteran can not afford to maintain
the loan payments, VA representatives encourage the private sale of
the home to avoid foreclosure, or voluntary conveyance (deed in
lieu of foreclosure). Each of these alternatives is usually less

costly than outright foreclosure.

The monetary savings of loan servicing intervention speaks for
itself. VA intervention in FY 1993 saved $78 million at an average
savings of $15,000 per intervention, and nearly $38 million in
savings for the first half of FY 1994. PVA ig convinced that
additional FTEEs would greatly benefit VA loan-servicing
activities. PVA believes these additional FTEEs would be cost-
effective, since successful intervention in only two defaulted
loans would more than pay for each employee’s salary and expenses,

as well as return money to VA.
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Since the primary beneficiaries of the veteran home loan programs
are veterans and not mortgage lenders, every reasonable effort

should be expended to prevent foreclosure. Improving VA's 1loan
servicing activities not only helps veterans keep their homes and
avoid financial loss, but protects the government'’s interest by
minimizing claim and property acquisition expenditures. PVA
recommends that Congress appropriate funds for 50 additional
employees specifically for loan servicing activities, and increase

the loan guaranty employee level to 2,180.

PVA is very pleased with the progress of the VA’s Lender Monitor
Unit. The VA created the Monitoring Unit in September 1989 to
ensure a higher level of compliance by lenders with the laws,
regulations, and policies governing the origination and servicing
of VA guaranteed loans. The Unit currently has a staff of 22 loan
specialists and one Clerk located at four sites: Washington, D.C.;
Los Angeles, California; St. Paul, Minnesota; and Nashville,
Tennessee. PVA can not overestimate the importance of this
oversight and audit activity. - In March 1990, the Monitoring Unit
completed its first audit. As of June 9, 1994, the Unit has

completed 629 on-site reviews of lenders and services.

The loan guaranty service has released 276 origination and 65
service final audits completed by the Monitoring Unit. As a result

of these audits VA has:

® recovered losses in the amount of $834,615;

® accepted indemnification agreements in the amount
of $2,397,359; and

® denied liability on loans with potential claim and

acquisition costs totalling $644,940.

The Monitoring Unit also coordinates Loan Guaranty’'s review of
cases from lender audits conducted by the VA Office of Inspector

General {OIG) and the recovery of losses resulting from those
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cases. As a result of finalized OIG audits, $1,290,561 has been
collected for noncompliance with VA  credit standards.
Additionally, VA has been absolved of potential 1liability on
$251,366 in loans. While these amounts may seem nominal, the
audits do more than recover money, they also function as a
significant deterrent to unsound underwriting practices. PVA
recommends that the VA expand and intensify its lender auditing

activities.

Draft Legislation To Improve The Home Loan Guaranty Program

This draft legislation would amend Title 38, United States Code,
relating to veterans’ housing programs. The following is a

section-by-section analysis of this legislation with our comments:

Section 1(a): Would provide loan guaranty eligibility for
Reservists discharged because of a service-connected disability.

Comments: PVA agrees with this provision. PVA believes veterans
with service-connected disabilities should be entitled to benefits
appropriate to the level of their disability regardless of their

service.

Section 1 (b): Provides for loan guaranty eligibility for
surviving spouses of reservists who died on active service.
Comments: PVA concurs with this section for the reasons expressed

in Section 1(a) above.

Section 2: This provision repeals the requirement for a statement
from a local official rega%ding water and se&age systems. This
proposal would specifically repeal 38 U.S.C., Section 3704 (e).

Comments: PVA recognizes that some Federal, State, and local laws
now adequately cover the subject of individual water and sewage
disposal systems as an alternative to public and community systems.

Nevertheless, PVA believes that the certificates are still
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necessary because many homes utilize septic tank systems. 1In fact,
some rural homes do not have water from established water systems.
For these reasons, PVA does not support the repeal of Section 3704

(e} as found in the draft legislation.

Section 3 (a): This provision would grant authority to guaranty
home refinancing loans for energy efficient improvements.

Comments: PVA agrees with this proviso.

Section 3 (b): This section would grant authority to refinance
adjustable rate mortgages to fixed rate mortgages.

Comments: PVA supports this provision.

Section 4: Would repeal the requirements for manufactured home
inspections and elimination of reporting requirements where the
home is manufactured under standards established by the Department
of Housing and Urban Development.

Comments: PVA has no objections to this provision.

Section 5: Would authorize VA to accept property notwithstanding
overbid.

Comments: PVA has no objections to this provision.

Section 6: Amends the minimum active-duty service requirement for
loan guaranty benefits. It is intended to clarify the present law.

Comments: PVA has no objections to the proviso.

Mr. Chairman, that concludes my testimony. I would be happy to

respond to any questions you may have.
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Mr. Chairman and distinguished members of the Subcommittee, I want io thank you for inviting
us to present views of the Enlisted Association of the National Guard of the United States to the
Veterans' Affairs Subcommittee on Housing and Memorial Affairs regarding the VA Home Loan

Guaranty Program.

YA Home Loan Guaranty for National Guard/Reservist

As you are aware, just two short years ago, HR939, the VA Home Loan Guaranty Program, for
National Guard and Reserve members, started its march on its way to becoming Public Law 102-
547. Without the support of this distinguished Subcommittee, that Legislation would have never
gotten out of this building. On behalf of the more than 450,000 Enlisted men and women of the
National Guard, we would like to thank you for the contribution that you have made to enhance
our quality of life. In 1994, 3,120 new home loans were made to National Guardsmen and

Reservists. 1.3% of the total 43,099 home loans that were made.

As you are also aware of, Public Law 102-547 provided VA Home Loans for National Guard and
Reserve members who had six or more years of National Guard duty but had not served the
required 24 months of active duty. To receive this benefit, these Guardsmen and Reservists also
had to pay a premium on Home Loan Guaranty. This premium on the program has helped ensure

the future of the VA Home Loan Program by generating additional revenues to the VA.



YA Staffing

Mr. Chairman, I would like to address the issue of the staffing levels of the VA. During the
current budget crisis, the budget for the Veterans Administration has been reduced, hence the VA
employees have less to do the job. The VA has had a long-standing history of providing quality
service, and it is our belief that if this trend continues, that quality is going to deteriorate. We
owe it to the Veterans Administration to provide them the resources necessary to do an adequate
job. We aiso owe the Veteran the courtesy of being serviced in a manner befitting his/her

distinguished service to our Nation by the VA.

The Loan Guaranty Program had a total staffing level of 2,085 full time employees for fiscal year
1993 through May. This is 18 full time employees higher than the 2,067 full time employees
estimated for FY 1993 in the President’s FY 1994 Budget according to the VA. Approximately
40 percent of these employees are involved with origination of new guaranteed loans. The
remaining 60 percent are involved with servicing delinquent guaranteed and portfolio loans,
payment of lenders' claims due to foreclosure, and management and disposition of acquired
property. For FY 1994, total VBA full time employees would increase by 92 over; FY 1993.
The FY 1994 request for Loan Guaranty of 2,042 fuil time employees represents a decrease of 2
percent in current program employment. This reduction reflects the Department's decision to

reallocate staff from Loan Guaranty to Compensation and Pension.

The Loan Guaranty Program had a total staffing level of 2,033 full time employees for fiscal year
1994 through May. This is 9 full time empioyees lower than the 2,042 full time employees
estimated for FY 1994 in the President's FY 1995 Budget. Approximately 42 percent of these
employees are involved with origination of new guaranteed loans. The remaining 58 percent are
involved with servicing delinquent guaranteed and portfolio loans, payment of lenders' claims due

to foreclosure, and management and disposition of acquired property.

Therefore, Mr. Chairman, I whole-heartedly recommend to this Subcommittee that you do

whatever possible to maintain the staffing levels of the Veterans Administration. Not only in just
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the VA Home Guaranty Loan Division, but in all divisions of the VA.

Supol 1 Servici

In the first half of fiscal year 1994, 66,693 defaults were reported to the VA. During the same
period, 49,166 cures were reported and 12,155 loans were terminated. VA field stations reported
89,145 personal supplemental servicing contacts with borrowers, and identified 2,459 defaults
which were cured specifically as a result of direct VA intervention. It is estimated that the VA
avoided claim payments of nearly $38 million as a result of these successful interventions in the

first half of FY 1994.

Forecl \voidance Tt h Servici

VA personnel at regional offices continue to emphasize alternatives to foreclosure when speaking
to veterans Who are delinquent on their VA guaranteed loans. They provide counselling to the
veteran, and in appropriate cases, allow VA loan service representatives to intercede directly with
loan holders to obtain reasonable repayment pians on behalf of veterans. If a loan holder cannot
extend additional forbearance, and they believe the case warrants additional consideration, the VA
will refund (buy) the loan from the holder and the veteran will make future payments to VA. If
the veteran's situation reveals that he has little, if any, chance of maintaining the loans payments,
our representatives encourage a private sale of the home to avoid foreclosure, and if necessary,
the VA will consider paying a claim for the difference between the sale price and the loan
indebtedness. They also review each default for the possibility of approving a deed en lieu of

foreclosure. Each of these alternatives is usually less costly than foreclosure.
In assisting veterans with alternatives to foreclosure and reducing program costs, the VA servicing
efforts showed savings of nearly $78 million in fiscal year 1993, and nearly $38 million for the

first half of FY 1994.

Foreclosure Avoidance Through Servicing (FATS) was established to measure the extent to which
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foreclosures would have been greater had an alternative to foreclosure not occurred. Each year,
a VBA goal is established as an overall target for Loan Guaranty Service rather than each station
individually. The established FATS goal for fiscal year 1993 was 23.49 percent, the FY 1994
goal would have increased to 24.66 percent; representing a further improvement of 5 percent.
VBA is currently performing well above this level. Because of this, the overall VBA goal of
28.84 percent has been established, which is 5 percent above the final FY 1993 ratio of 27.47
percent. Ultimately, it is believed VBA can attain a nationwide FATS ratio in the 40 to 50

percent range.

YA Foreclosures

In 1993 the VA foreclosed on 26,914 properties; more than 141,569 defaults were processed, and
it took, on average, 13.3 months to foreclose on a VA home. Mr. Chairman, it took an average
high of 31 months, to a low average of 8.2 months to proceed through the foreclosure process,

depending on State laws. The average age of the loan at default was 71 months, or 5.9 years into

the loan.
HISTORY OF ACQUISITIONS, SALES, INVENTORY & REVENUE
1990 36,048 36,304 16,227 $1,628
1991 32,883 36,126 12,951 $1.673
1992 33,824 33,110 13,755 $1,728
1993 27,960 30,457 11,283 $1,769
Adjustable Rate Mortgages

From November 1992 through March 1994, VA guaranteed 30,054 adjustable rate mortgages,

which were 5.5% of the total loans guaranteed during that period.
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PROPOSED LEGISLATION

Mr. Chairman, I would now like to comment on various portions of the draft legislation that this

Subcommittee is considering introducing.

Under Section 1A: providing loan guaranteed eligibility for Reservists discharged because of a
service-connected eligibility, Title 38 of U.S. Code, Section 3702, provides loan guaranty
eligibility for Veterans who are discharged from active duty due to a service-connected disability.
This proposal grants would also provide eligibility for Reservists. Mr. Chairman, our
organization believes that this provision should definitely be included in Law, whereby a Guard
member or Reservist, who is incapacitated and will be unable to complete his career to obtain the

six-year eligibility and should not be penalized because they were injured in the line of duty.

Under Section 1B: of the proposed legislation, Loan Guaranty eligibility for surviving spouses
of Reservists who died on active duty, Naval or Air service. The definition of Veteran in Title
38, United States Code Section 3701, includes that the surviving spouse, of any veteran who died
in the active military, Naval or Air service, or who died from a service-connected disability.
This proposal would grant similar eligibility to the surviving spouses of Reservists who died while
on Reserve duty or as a result of service-connected disabilities. Again, Mr. Chairman, we believe
that any time a Guard member or Reservist, who is performing any mission, who is either
incapacitated or dies while performing that duty, whether it be Active or Reserve duty, their

spouses should be eligible to participate in VA Home Loan Guaranty Program.

Under Section 3A: to provide authority to guarantee home loan refinancing for energy efficient
improvements. This will permit Veterans to simultaneously include energy efficient improvements
and interest rate reduction refinancing loans. Mr. Chairman, as our population expands, it
becomes more and more necessary, each day, for us to be energy-conservationists. We need to
preserve our resources so that futurevgenerations can carry on the American way of life. We

totally support the authority on the refinancing of loans.
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Under Section 3B: the authority to refinance adjustable rate mortgages to fixed-rate mortgages
under the Provision of Title 38 of the U.S. Code Section 3710, the VA Guaranteed loans to assist
veterans, in refinancing reducing their mortgage interest rates through a streamline process
minimizing costs to Veterans. As does often occur, the current interest rate on an adjustable rate
mortgage is less than the rate on a fixed rate mortgage. This proposal will permit Veterans to
convert from adjustable rate mortgages to fixed rate mortgages. I see that this will provide added
protection to our Veterans as inflation has begun to climb, interest rates have begun to climb.
Therefore adjustable rates are going to climb and this would give those Veterans the opportunity

to stabilize their monthly housing payments.

Under Section 4: on the authority to repeal the requirements for manufactured homes
inspections, to elimination of reporting requirements. This would require manufactured homes
bearing a seal indicating that it was built in compliance with Federal Manufactured Homes
Construction and Safety Standards established by the Department of Housing and Urban
Development may be purchased with their VA Home Loan Guaranty. Mr. Chairman, I personally
have some problems with this. I believe the construction of homes needs to be continually
monitored so that the quality of manufacturing does not slip. Too often we have been dependent
on the manufacturers to provide a quality product and found that what was promised and what was

paid for did not jibe.

Under Section 5: that would permit the VA to accept property not withstanding over-bid. It is
our belief that should this provision be required by the Department of Veterans Affairs to assist

in property management, our Association would wholeheartedly support this provision.

Section 6: Amendment of Minimal Active Duty Service requirement for loan Guaranty benefits.
This will also amend Title 38 of the U.S. Code, Section 5303 to clarify an exception to the
amended service required for loan guaranteed benefits available to persons who failed to meet the
twenty-four month minimum active duty service requirements because of a Reduction-in-Force

or an early discharge for the convenience of the Government. Mr. Chairman, we definitely
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believe that this provision is worthwhile. However, one thing that we would like to see added to
this is that during this transition/draw-down period the National Guard and Reserve members who
are paying a premium who may be rift because of the Reduction-in-Force also be included in this

group.

Recommended Change

In addition, Mr. Chairman, we would like to make the recommendation, should the VA and other
veteran organizations concur, to continue to shore-up the VA Home Loan Guaranty Program. In
the past two years, since Public law 102-547 has been in effect, it is apparent that the Home Loan
Guaranty Program for the National Guard and Reserve is meeting with relatively good success.
Another possible recommendation is that National Guard and Reserve members who have between
two and six years of service, be permitted to buy into the VA home loan Guaranty Program at a
half percent higher rate than those individuals in the Guard and Reserve who are currently paying
a half percent more than the active duty members at the six-year level. We would wholéheartedly
urge the VA to consider this possibility as a method to raise additional funds that could help
improve the staffing. As you are aware, the VA recognizes the National Guard and Reserve
members as more financially stable in the community. National Guard and Reserve duty is
normally the second job of the individual with most of these people having fuil time jobs to

support their income needs.

Mr. Chairman, that concludes my statement. Again I would like to thank the Subcommittee for
all it has done on behalf of, not only the roughly 450,000 men and women of the National Guard,
but of the more than 1.2 million people of the Reserve component who have benefitted from the
positive legislation that this committee has generated. I would be happy to answer any questions

you might have at this time.
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Mr. Chairman and Members of the Committee,

As Executive Director of the Reserve Officers Association of the United States,
representing one hundred thousand Reserve officers and other members of the uniformed
services, I am pleased to have this opportunity to comment on the legislation proposed
to enhance the veterans' loan guaranty program.

The Reserve Officers Association is pleased to see that the Committee is working
to achieve some degree of equity between the Regular and Reserve components of the
Armed Forces on the issue of guaranteeing eligibility for housing loans. There is no
cogent reason why Reservists discharged for service-connected disabilities should be
denied the same benefits available to their Regular counterparts. The key issue is the
service-connected nature of the disability. If service men and women are injured in the
line of duty, eligibility for appropriate benefits should apply regardless of component.

I understand that the language of this proposed legislation is intended to deal
with, and be limited to, the same group of Reservists covered by the Montgomery G.L
Bill, those citizen-soldiers assigned to the Selected Reserve. The Committee's desire to
deal with a clearly definable group is entirely understandable and recognized as a
pragmatic approach to extending benefits to a fully deserving constituency.

However, when we consider the issue of equity, I believe that we must also
consider that there are Reservists, Active-Duty veterans, who are not in the Selected
Reserve. These Reservists train, frequently only for retirement points, and are also
exposed to the possibility of injury. They should also be eligible, in all fairness, in equity,
for the same benefits as their counterparts in the Regular components and in the
Selected Reserve, These are the members of the Individual Ready Reserve, or the IRR
as it is called. IRR members are not assigned to units of the Selected Reserve, and thus,
would not be eligible for the benefits that this draft bill proposes in the name of equity.
What we are seeking is to level the playing field and provide the same benefits to all
qualified Reservists, who having been injured in the line of duty, are subsequently
separated from the service. These same benefits that are afforded to former service
members of the Selected Reserve should in equity be available to all qualified members
of the Ready Reserve who find themselves in a similar situations.

In the Army Reserve alone, which has the largest Individual Ready Reserve, there
are nearly 450,000 trained service members who are eligible for mobilization and form
the largest trained manpower pool in the Department of Defense. Many of these IRR
soldiers, who had previously served on Active Duty, were mobilized during Operation
Desert Storm and served with great distinction, sharing skills that were critically needed
in the war effort. Today, having returned to the IRR, they would not be entitled to the
same protections that would be afforded to their Selected Reserve counterparts under
this proposed bill. We believe that this inequity can and should be corrected here and
now while the bill is still in its draft form.

All of this having been said, let me reiterate that our Association is most pleased
with the provisions of the proposed legislation. We believe that extending the eligibility
for the home loan programs to disabled Reservists and to their surviving spouses as well
as enhancing the ability of program participants to avail themselves of options normally
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found in the commercial loan market makes good sense for the national economy and
the individual home owner. Moreover, as a result of the positive message it sends to
prospective recruits as well as serving members of our Reserve components, it strongly
supports the national defense.

I thank the Committee for the opportunity of presenting the Association's views
on this subject. I also thank the Committee for its support of the Reservists of our
Armed Forces. I hope that in the near future, it will be possible to extend these benefits
to all of our qualified and deserving Reservists
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Mr. Chairman, the Non Commissioned Officers Association of the USA (NCOA) sincerely
appreciates the opportunity to comment on the Veterans Administration Home Loan Guaranty
Program and the Association thanks the distinguished Chairman for holding this hearing. The

comments presented in our testimony represent the views of NCOA’s 160,000 members.

KUDOS TO THE CHAIRMAN

It was just over one year ago, in March 1993, that NCOA appeared before this Subcommittee
and extended the Association’s congratulations to the gentleman from the 11th District of Illinois
upon your assuming the Chairmanship of this important Subcommittee. Not knowing if another
opportunity will present itself during the remainder of the 103rd Congress, NCOA considers it
fitting today to express to the distinguished Chairman our deep and abiding gratitude for your
stewardship of the Housing and Memorial Affairs Subcommittee of the House Committee on

Veterans Affairs.

Mr. Chairman, while some other Subcommittees might garner a higher profile and visibility than
Housing and Memorial Affairs, that does not, in NCOA's view, diminish the importance of the
Subcommittee and of your accomplishments as Chairman. As much as any other Subcommittee,
the issues within the jurisdiction of Housing and Memorial Affairs are at the very heart of the
Nation’s expression of dignity, respect and honor for service in the Armed Forces. You have
exercised your leadership as Chairman in a manner that gratefully recognizes the sacrifice

associated with military service and NCOA thanks you for that.

NCOA aiiso appreciates your distinguished service as a member of the Compensation, Pension
and Insurance Subcommittee and in your larger role as a member of the House Committee on
Veterans Affairs. Whether as Chairman or member, you have steadfastly served veterans in an
admirable and praiseworthy manner. For your leadership and service, the entire membership
of NCOA extends its heartfelt gratitude. The members of the Association extend every best
wish to you in the future. You personally will be missed Mr. Chairman as will your

compassionate leadership.
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HOME LOAN GUARANTY PROGRAM

NCOA remains generally satisfied with the home loan guaranty program. The program is
among the better managed, arguably the best managed, of the many programs, benefits and
services administered by Veterans Affairs. That statement could not have been made a few
years ago. It could not be made today were it not for the intervention of Congress and several
positive actions that restored viability and stability to the program. The home loan guaranty
program continues to provide a valuable benefit to many veterans who would not otherwise

qualify for home ownership. This valuable benefit program to veterans must be preserved:

NCOA’s general satisfaction with the program notwithstanding, there are three areas of the
program that NCOA is compelled to address: (1) staffing levels; (2) increased fees; and, (3)

restoration of eligibility.

NCOA urges the subcommittee to remain alert to the employee staffing levels within VA that
are responsible for loan servicing. The concerted effort to reduce federal employees government-
wide has the potential to reverse the positive trends the home loan guarantee program has

experienced in recent years.

The employees responsible for loan servicing are probably one of only a few government-wide
that, figuratively speaking, pay their own way. It has been stated that two loans saved from
foreclosure more than compensates for a loan servicing employees salary. It follows that less
people in servicing will increase foreclosures. Given the present qncertainties regarding the
economic future, there is more than ample cause to be concerned about an increased number of
foreclosures. NCOA requests that the Subcommittee pay particular attention to loan servicing
employee levels. Efforts to downsize the federal government cannot be allowed to destroy past

gains and the positive outlook of the VA home loan guaranty program.

NCOA is compelled to again state its opposition to the recommendation of the National

Performance Review that would increase fees charged to veteran participants in the loan guaranty
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program. Mr. Chairman, increasing VA home loan fees will only drive the more financially
qualified veteran away. Veterans could be easily lured away from the VA program by

commercial lenders.

Placing larger fees and down payment requirements on reinstated benefits also does a major
disservice to active duty servicemembers. Reinstated benefits were created, in part, to assist
servicemembers in the sale of one house and the purchase of another as they transfer from one
duty station to another. Unlike their civilian counterparts, military personnel receive no federal
assistance in the sale or purchase of a residence when transferring pursuant to military orders.
Therefore, they should not have to bear the added hardship of facing increased fees and down
payment in the veteran home loan program. NCOA urges the Subcommittee to reject the

Administration’s proposal in this regard.

As you are aware Mr. Chairman, current law provides that veterans may have their home loan
guaranty entitlement restored if: (1) the veteran sells the home which was obtained with the
DVA guaranteed loan, and, (2) the DVA is relieved of liability on the loan - normally
accomplished by paying off the loan or the loan is assumed by an eligible veteran who is able

and willing to substitute entitlement for that used by the original veteran buyer.

Large numbers of veterans, with DVA guaranteed home loans, have taken advantage of the low
home mortgage interest rates. Like other home owners who obtained loans at a higher rate of
interest, veterans took advantage of low interest rates in order to reduce their monthly obligation
or their long term debt. In either case for veterans, the original mortgage (secured through the

DVA) is paid in full and DVA is relieved of liability on the original loan.

Although the DVA loan has been satisfied and no future liability to the DVA exists, the veteran
is not entitled currently to full restoration of loan guaranty entitlement since the veteran did not
actually sell the home that was obtained with the DVA guaranteed loan. This restriction has
an even greater disparate impact on divorced veterans and extended veterans families, both of

which are not uncommon. Under these circumstances, when the obligation to DVA has been
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fulfilled and DV A has no further liability, NCOA believes that the veteran should be entitled to
full restoration of DVA home loan guaranty entitlement to purchase a principal residence.
NCOA urges the Subcommittee to so consider such a change to the restoration of loan guaranty
entitlement.

THE CHAIRMAN’S DRAFT BILL

NCOA appreciates the opportunity to review and analyze the Chairman’s draft bill that would

amend several provisions of Title 38 pertaining to the home loan program.

NCOA views those provisions of the draft bill [Section 1(a) and 1(b)] relating to reservists and
their surviving spouses as establishing equity with their active duty counterparts. NCOA supports
these sections of the draft legislation.

NCOA also supports the remaining sections of the draft bill, namely:

Section 2 - Repeal of requirement for a statement of local officials regarding water and

sewerage systems.

Section 3(a) - Authority to guaranty home refinancing loans for energy efficiency

improvements.
Section 3(b) - Authority to refinance adjustable rate mortgages to fixed rate mortgages.

Section 4 - Authority to repeal the requirement for manufactured home inspections and

elimination of reporting requirements.
Section 5 - Authorize VA to accept property notwithstanding overbid.

Section 6 - Amendment of minimum active-duty service requirement for loan guaranty
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benefits.

CONCLUSION

The home loan guaranty program is a valuable and needed benefit for veterans as evidenced by
the enormous participation in the program since its inception. NCOA is grateful to the

Chairman and members of this Subcommittee for your efforts to sustain this valuable program.

Thank you.
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INTRODUCTION

Mr. Chairman, Members of the Subcommittee, my name is Rick
Adams. I am a REALTOR from San Antonio, Texas and currently
serve as the Vice-Chairman of the Public Policy Coordinating
Committee. On behalf of the nearly 750,000 members of the
NATIONAL ASSOCIATION OF REALTORS® , I appreciate the opportunity
to testify today regarding various legislative proposals
enhancing the VA Home Loan Guaranty Program.

Mr. Chairman, as you know, the NATIONAL ASSOCIATION OF
REALTORS® represents a wide variety of housing industry
professionals committed to the development and preservation of
the nation's housing stock and making it available to the widest
range of potential homebuyers. The NATIONAL ASSOCIATION OF
REALTORS® has been a strong supporter of, and major participant
in, the VA Home Loan Guaranty Program and we wholeheartedly
welcome the opportunity to work with the Subcommittee to ensure
housing availability and accessibility for the men and women who
serve our country.

At the outset, Mr. Chairman, the NATIONAL ASSOCIATION OF
REALTORS® commends you for your leadership in revitalizing the
VA Home Loan Guaranty Program and making significant improvements
to ensure that the program fulfills its objective of helping
veterans buy and remain in their homes. As we celebrate the 50th
anniversary of the VA Home Loan Guaranty Program, it is important
to note that the VA home loan program has enabled more than 14
million veterans to purchase homes, a significant milestone in
the history of the program.

Mr. Chairman, the NATIONAL ASSOCIATION OF REALTORS®
applauds the continuing commitment of the Subcommittee to promote
affordable housing opportunities for our nation's veterans and we
stand ready to work with the Subcommittee to enhance the program
to create and expand homeownership opportunities. The VA Home
Loan Guaranty Program is an important route for many veterans
wishing to realize the American dream of homeownership and
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affordable housing and the NATIONAL ASSOCIATION OF REALTORS® is
working diligently with the Department of Veterans Affairs to
ensure a productive and beneficial national housing program.

Mr. Chairman, our testimony will focus on draft legislation
enhancing the VA Home Loan Guaranty Program, oversight of the
program, and pending legislative measures.

DRAFT LEGISTATION ENHANCING THE VA HOME LOAN GUARANTY PROGRAM

Mr. Chairman, the NATIONAL ASSOCIATION OF REALTORS®
applauds initiatives that improve the availability and
affordability of veterans' housing while making the program
competitive with other mortgage products. The NATIONAL
ASSOCIATION OF REALTORS® has long maintained that federal
housing policies should be modified to reflect market demand and
to ensure financial soundness.

The NATIONAL ASSOCIATION OF REALTORS® believes provisions
contained within your draft legislation will further enhance the
viability and accessibility of the VA Home Loan Guaranty Program
and build on the efforts of the Subcommittee improving the
program. More specifically, the NATIONAL ASSOCIATION OF
REALTORS® supports the provisions permitting the refinancing of
adjustable rate mortgages to fixed rate mortgages and allowing
home refinancing loans for energy efficiency improvements.

With regard to refinancing ARMs to fixed rate mortgages, we
believe this improvement will allow the veteran borrower to
realize a long-term interest rate savings in a potentially
volatile interest rate market. Further, this provision will
allow the veteran homebuyer, whose income and equity have
increased, to reduce his or her monthly debt burden.

The NATIONAL ASSOCIATION OF REALTORS® also supports the
proposal allowing homeowners to include the cost of energy
efficient improvements when refinancing their mortgage. This
process would allow consumers to achieve the dual benefits of an
interest rate reduction and lower utility costs.

The NATIONAL ASSOCIATION OF REALTORS® has long standing
policy supporting the inclusion of cost effective energy
efficiency improvements into the mortgage loan. The positive
cash flow created by energy efficiency improvements translate
into savings on utility bills for the consumer clearly
outweighing an added monthly finance expense.

The provision contained in the draft legislation is an
important benefit for both the borrower and the lender. By
lowering both their debt service burden and their utility
expenses, homeowners would have additional funds to meet their
housing obligations -- lessening the potential likelihood of
mortgage default. It is also important to note that energy
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efficient improvements help preserve valuable natural resources,
a goal that has long been a national priority.

UBLIC IAW 102-547, THE VETERANS HOME LOAN PROG: MPROVEMENTS
OF 1992

Mr. Chairman, on behalf of the nearly 750,000 members of the
NATIONAL ASSOCIATION OF REALTORS', I would like to express our
appreciation for the Subcommittee's and the Congress' approval of
major modifications to the VA Home Loan Guaranty Program that
included: (1) extending program eligibility to reservists; (2)
establishing a VA adjustable rate mortgage product; and (3)
permitting negotiated interest rates.

The NATIONAL ASSOCIATION OF REALTORS® believes the changes
enacted under P.L.102-547 are reinvigorating VA's share of the
housing market in all segments of the country and stimulating
homeownership opportunities not only among veterans but also
among reservists. During consideration of P.L.102-547, the
NATIONAL ASSOCIATION OF REALTORS® maintained that the program
modifications would result in an increase in VA loan origination
volume and bolster the financial condition of tha DVA Guaranty
and Indemnity Fund, and we strongly encourage their adoption as
permanent features of the VA home loan program.

Mr. Chairman, the NATIONAL ASSOCIATION OF REALTORS®
conducted a recent survey of 1,178 local Boards of REALTORS® ,
State Associations of REALTORS , and Large Agencies/Lenders to
determine an evaluation of the program modifications. The survey
was conducted between June 20, 1994 and June 27, 1994 and we have
received approximately 250 responses with more coming in. I
welcome the opportunity to share some early observations on the
following key provisions.

1. Reservists' Fligibility for DVA Home Loan Guaranty Program

Mr. Chairman, as you know, P.L.102-547 extended loan
guaranty benefits, for the first time, to reservists under
certain conditions. Individuals who have completed six years of
service in the nation's reserve forces are eligible. A funding
fee of 2.75 percent is required, and can be reduced to 2.25
percent with a 5 percent downpayment or 2 percent with a 10
percent downpayment.

As anticipated, the NATIONAL ASSOCIATION OF REALTORS® has
experienced a substantial increase in the volume of VA loan
originations because of this important change. Approximately 43
percent of the respondents to our survey have witnessed an
increase in the number of reservists purchasing homes since they
became eligible for the program. More importantly, approximately
33 percent of the respondents believe reservists would not have
able to purchase a home if the VA home loan program were not
available to them. Thus, the provision extending eligibility to
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reservists is providing an important benefit to many homebuyers
who were either precluded or limited from homeownership
opportunities.

2. VA N I est Rate

Mr. Chairman, the NATIONAL ASSOCIATION OF REALTORS®
welcomed the decision of the Subcommittee and Congress to change
from an administered to a negotiated interest rate in which the
veteran is now on a level playing field with other home
purchasers. While we realized the change to a negotiated
interest rate represented a major turning point in the history of
VA financing and constituted a major revision to a long-standing
basic provision of the home loan program, we believe this
important modification has expanded homeownership opportunities
for the veteran by allowing the borrower to negotiate with
lenders and sellers for the most favorable rate and terms
available.

In fact, in response to our survey, approximately 43 percent
of the respondents knew of veterans or reservists who were able
to purchase a home by negotiating their mortgage interest rate
with a lender. Further, the respondents commented that
negotiated interest rates is an invaluable feature for both the
veteran buyer and seller particularly in areas of the country
where the seller is not accustomed to paying points.

Mr. Chairman, the latter point is an imPortant factor
because the NATIONAL ASSOCIATION OF REALTORS has consistently
maintained that the administered rate was disadvantageous to the
potential veteran home buyer because it limited the veteran's
choices of housing availability and inadvertently restricted the
veteran from using his or her entitlement.

3. stable t e (ARM) Progra

Mr. Chairman, the NATIONAL ASSOCIATION OF REALTORS®
welcomed the provision establishing an ARM product for our
nation's veterans because it has increased the veteran's
opportunities for homeownership and has facilitated the different
borrowing needs of veteran borrowers. Additionally, we
especially appreciated the Subcommittee's leadership in
encouraging the DVA to model its product after the FHA ARM which
is the most popular adjustable rate product on the market today
because of its advantageous consumer features.

In response to our survey, approximately 50 percent of the
respondents had sold homes to veterans or reservists using a VA
ARM. More importantly, 33 percent of the respondents believe
that the VA ARM product was directly instrumental in the home
purchase with approximately 21 percent believing that over half
the purchasers would not have been able to buy a home if the VA
ARM product were not available. With the recent rise in
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interest rates, many of the respondents anticipate greater use of
the VA ARM as a viable mortgage financing product.

H.R.949 GISLATION INCREASING THE VA HOME IOAN GUARANTY MAXIMUM

Mr. Chairman, the NATIONAL ASSOCIATION OF REALTORS® is
particularly grateful for the Subcommittee's leadership in
achieving full Committee approval last year of legislation
increasing the amount in VA home loan guaranty. As you know, the
Association testified before your Subcommittee in strong support
of the initiative and we encourage its expeditious enactment.

H.R.949 would increase the amount a veteran is eligible to
borrow -- from $184,000 to $203,000 -~ and provide welcome relief
to qualified veteran buyers in high-priced areas of the country
who previously had difficulty obtaining VA loans. The NATIONAL
ASSOCTATION OF REALTORS® believes increasing the guaranty will
make the VA home loan program more flexible in terms of
reflecting differences in housing costs among various areas.

This will help broaden usage of the program not only in terms of
serving borrowers in more areas but also in terms of the range of
borrowers who would purchase homes that could qualify under the
program.

CONCLUSION

In closing, Mr. Chairman, the NATIONAL ASSOCIATION OF
REALTORS® thanks you and the Subcommittee for the opportunity to
testify on draft legislation enhancing the VA Home Loan Guaranty
Program and oversight of existing legislative provisions. We
look forward to working with you further in the revitalization of
the program, and we share your commitment to the preservation and
effective operation of the program in behalf of our nation's
veterans.
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Mr. Chairman and Members of the Subcommittee:

Thank you for allowing us to present the views of the National Association of Home
Builders’ (NAHB) 170,000 member firms, representing over eight million employees. It is our
privilege to submit a statement outlining our views o the oversight of the Veterans Affairs (VA)
Home Loan Guaranty Program.

As requested, our testimony will also express our position on draft legislation affecting
the Home Loan Guaranty Program. In addition, we will express our support for H.R. 949,
legislation to increase the VA home loan guaranty amount.

BACKGROUND

Fifty years ago the Department of Veterans Affairs guaranteed its first home loan on a
two-story row house in Washington, D.C. The home was guaranteed for $7,500 at a 4%
interest rate. Since that time the landmark GI bill, signed by President Franklin D. Roosevelt
in 1944, has provided millions of veterans the opportunity to buy a home with no downpayment.
Late last year, the Department of Veterans Affairs provided its 14 millionth recipient with a VA-
guaranteed home loan.

The National Association of Home Builders heartily commends the Subcommittee for its
strong oversight of this successful program. Your guidance and stewardship have made it
possible for the VA Home Loan Guaranty Program to reach this important anniversary.

NAHB applauds you for your foresight and ability to adjust the program to today’s
environment, as evidenced by the passage of The Veterans Home Loan Program Amendments
of 1992 (Public Law 102-547). The creation of an adjustable rate mortgage pilot program,
expansion of entitlement to members of the National Guard and Reserves, and numerous other
programmatic changes have greatly improved and modernized the existing home loan guaranty
program. We urge that these important modifications be made permanent.



OVERVIEW
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Overall, NAHB commends Congress and the Administration for the effective operation
of the VA Home Loan Guaranty Program. However, we continue to have major concerns with
existing staff levels. The Department of Veterans Affairs proposed Fiscal Year 1995 budget
estimates 2,042 full-time equivalency (FTE) employees for Fiscal Year 1994. Approximately
40% of these employees perform new guaranteed loan originations. The remaining are
responsible for servicing, management and disposition.

In some areas of the country, like California, home builders continue to experience a lack
of timeliness in processing applications for conditional commitments. Decreased staffing levels
would only serve to aggravate such situations. Although refinancings are not expected to
continue at the current rate, new loan originations will increase if legislation to raise the home
loan guaranty amount becomes public law. NAHB must respectfully oppose any decrease in
staffing which would negatively affect the administration of the home loan program.

TION ND VETERANS HQUSING PROGRAM.

NAHB welcomes the opportunity to review the June 3, 1994 discussion draft which
would seek to amend title 38, United States Code, relating to veterans housing programs.
NAHB is generally supportive of the provisions contained in the draft legislation.

Eligibility

NAHB supports provisions to permit home loan guaranty eligibility for reservists
discharged because of a service-connected disability and surviving spouses of reservists who died
while in active military, naval or air service.

The Veterans Home Loan Program Amendments of 1992 expanded entitlement to the
home loan guaranty benefit.to members of the National Guard and Reserves having served at
least six years. This provision would waive the six-year requirement if the reservist was
discharged or released because of a service-connected disability.

Current statute waives minirmum service requirements for active-duty veterans discharged
or released due to a service-connected disability. Such program adjustments are necessary to
provide equitable treatment for Members of the National Guard and Reserves and their families.

lic and Community Water and Sewerage Systems

NAHB supports the proposal to repeal the requirement for a statement of local officials
regarding water and sewerage systems. Section 3704 of title 38, United States Code, prohibits
the VA Department from guaranteeing home loans for new residences in areas not served by
community or public water and sewage disposal systems if local officials certify that the
establishment of such systems is feasible.

NAHB believes this thirty-year old requirement is no longer needed and places an unfair

burden on all involved parties. Existing local, state and federal laws adequately review individual
water and sewage disposal systems as an alternative to community and public systems.

Refinanciny 2

NAHB supports the provision which would allow the VA Department the authority to
guaranty home refinancing loans for energy efficiency improvements. This would allow veterans
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to simultaneously include energy efficiency improvements in interest rate reduction refinancing
loans.

Further, NAHB policy supports the establishment of policies and procedures that make
it advantageous for builders to build, and buyers to buy, energy efficient housing. This is to be
accomplished through more liberal underwriting criteria, increased mortgage amounts and
appraisal guidelines that recognize the financial advantages to the purchasers of homes with
lower energy costs.

NAHB also supports the provision to allow the VA Department the authority to refinance
adjustable rate mortgages to fixed rate mortgages, even if the fixed rate is currently higher than
the adjustable rate. Current law prohibits this practice. The veteran should be allowed to
refinance, even if in the short term it is not an interest rate reduction.

Minimum Active-Duty Service Requirement

In many cases current law requires that a veteran must meet a twenty-four month
minimum active-duty service requirement in order to be entitled to the home loan guaranty
benefit. NAHB supports the proposal which would waive this requirement if the serviceperson
failed to meet it because of a reduction in force or an early discharge for the convenience of the
government.

This provision would ensure that servicepersons released from their duties through no
fault of their own are not unfairly denied the home loan guaranty benefit.

LEGISLATION TO INCREASE VA GUARANTEED HOME LOAN LIMITS

NAHB strongly supports legislation to increase the amount of the loan guaranty for loans
for the purchase or construction of homes (H.R. 949), as introduced by Chairman Sangmeister
on February 17, 1993.

This legislation would increase the Veterans Affairs Home Loan guaranty from current
law of $46,000 to $50,750. Consequently, this change in guaranty would increase VA
guaranteed home loan limits from the existing ceiling of $184,000 to $203,000.

Such an improvement is needed to ensure that the VA home loan program remains a
viable one in today’s market. Currently, many eligible veterans are unable to take advantage
of VA home loan benefits due to housing costs in high-cost areas. This increase would help
worthy veterans living in high-cost areas utilize an entitlement they have earned.

Fannie Mae and Freddie Mac purchase loans up to $203,150 on the secondary market.
Final passage of H.R. 949 would broaden program participation by ensuring an accurate
reflection of our nation’s housing market.

NAHB commends the Subcommittee for its leadership in the passage of H.R. 949 by the
full House of Representatives on September 21, 1993. It is our understanding that the impasse
preventing conference committee action is not caused by controversy over the increased loan
guarantee provision. We respectfully urge you to resolve the differences as soon as possible and
send this much needed legislation to the White House in an expeditious manner.

CONCLUSION

In conclusion, we commend you for your strong commitment to providing veterans the
opportunity to own a home and achieve the American dream. We very much appreciate your
Subcommittee’s ready willingness to consider the views of the National Association of Home
Builders, and look forward to continuing to work in partnership with you and your highly
dedicated staff.
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Mr. Chairman and Members of the Subcommittee, I am Ron J. McCord. I am President of the
American Mortgage & Investment Company of Oklahoma City, Oklahoma, and am currently
serving as Chairman of the Legislative Commitiee of the Mortgage Bankers Association of
America (MBA).! Accompanying me today are Michael J. Ferrell, MBA Legislative Counsel,

and Burton C. Wood, MBA Senior Staff Vice President.

MBA appreciates the opportunity to testify at this oversight hearing on the VA Home Loan
Guaranty Program; on the draft bill enhancing the program; and on our proposals with respect

to certain features of the program.

This hearing occurs at a most appropriate and historic time when we have just celebrated, on
June 22, the 50th anniversary of the "Servicemen’s Readjustment Act," more popularly known
as the "GI Bill of Rights,” which created the VA Home Loan Guaranty Program. Under the
program the VA has guaranteed loans on over 14 million homes, in totalling excess of $432

billion.

'MBA is the national association representing exclusively the real estate finance industry. Headquartered in
‘Washington, D.C., the association works to ensure the continued strength of the Nation’s residential and commercial
real estate markets; to expand homeownership prospects through increased affordability; and to extend access to
affordable housing to all Americans. MBA promotes fair and ethical lending practices and fosters excellence and
technical know-how among real estate finance professionals through a wide range of educational programs and
technical publications. Its membership of over 2,900 companies includes all elements of real estate finance:
mortgage companies; savings and loan associations; commercial banks; savings banks; life insurance companies; state
housing finance agencies; and others in the mortgage lending field.
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The mortgage banking industry is proud of the role it has played in making home ownership
possible under the program for this country’s veterans from World War II, as well as from the

Korean and Vietnam wars.

Mortgage bankers have consistently originated the vast majority of the loans made under the
program. In 1993, $40 billion of VA loan originations were made, of which 87 percent or some
$35 billion were made by mortgage companies. We look forward to cpntinuing this central role
in the future.
DRAFT BILL

We have examined the draft bill you have submitted, Mr. Chairman, and are pleased to support
the provisions that extend the same program eligibility to reservists that veterans have with
respect to disability connected discharges and that surviving spouses have with respect to veterans

who died while on active duty or as a result of a service connected disability.

We also strongly support the provisions authorizing the refinancing of adjustable rate mortgages

(ARMSs) to fixed rate mortgages.

Further, we support the provision authorizing the VA to accept a property in certain overbid
situations, and the amendment of the minimum active duty service requirement in connection

with a reduction-in-force or early discharge at the government’s decision.
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VA LOAN GUARANTY AMOUNT INCREASE
Last year, both the House and Senate approved an identical increase in the VA home loan
guaranty amount from $46,000 to $50,750 (HR 949 and S 1510). We are concerned that the
delay in raising the limits is adversely affecting veterans’ use of the program. These bills
recognize the increasing cost of housing for veteran homebuyers. This increase would expand
homeownership opportunities in high cost areas where the current guaranty ceiling has the effect
of preventing veterans from using their entitlement. In addition, VA default and claim data

clearly show that default/foreclosure rates decline as the size of the mortgage increases. We urge

prompt action on the guaranty increase.

"TWO STEP" MORTGAGES
Congress has now authorized two mortgage guaranty products under the VA insurance program:
the traditional fixed rate mortgage and the more recently approved one-year adjustable rate
mortgage (ARM). The mortgage market has now developed a variety of "two step” mortgages
that have lower initial rates than fixed rate mortgages and less frequent rate adjustments than one-
year ARMs. The payment stays the same, for example, for the first five or seven years and is
then adjusted to a market rate for the remainder of the term of the mortgage. The veteran
homebuyer would be the clear beneficiary of this mortgage product, which is commonly available
to conventional homebuyers. MBA recommends, therefore, that Congress give the VA authority

to originate "two step” mortgages.
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LENDER SELECTION OF APPRAISERS
Under the VA Home Loan Guaranty Program, the VA, by law, is required to approve and to
rotate the assignment of residential loan appraisers to VA home loan cases. We believe this
requirement is obsolete and should be eliminated. First, the mortgage lender must deal with that
assigned appraiser without regard to the quality of the appraiser’s work or the appraiser’s

workload.

Second, the "Financial Institutions Reform, Recovery and Enforcement Act of 1989" (FIRREA)
established a nationwide requirement that, by January 1, 1993, all residential appraisers must
meet state-established appraisal standards with respect to education and experience. This
mitigates against the need for the statutory restriction. Indeed, FHA is in the process of
implementing appraiser selection procedures, as approved in the 1990 Housing Act, which will

rely on the FIRREA appraiser qualification provisions.

Third, the elimination of the VA appraisal provisions would eliminate many of the loan
application processing delays that currently arise under the VA program. This would enable VA
to use staff resources for other critical functions, and veterans would benefit from more

expeditious processing of their loan applications.

MBA, therefore, urges Congress to amend the Act to permit lenders to select appraisers, so long

as they meet state appraiser certification requirements, as established under FIRREA.
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That concludes my testimony. MBA appreciates the opportunity to testify today. I will be

pleased to furnish any additional! needed information.
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WRITTEN COMMITTEE QUESTIONS AND THEIR RESPONSES

Chairman Sangmeister to Department of Veterans Affairs

POST-HEARING QUESTION SUBMITTED BY
THE HONORABLE GEORGE E. SANGMEISTER, CHAIRMAN
SUBCOMMITTEE ON HOUSING AND MEMORIAL AFFAIRS
COMMITTEE ON VETERANS' AFFAIRS

HEARING ON THE VA HOME LOAN GUARANTY PROGRAM

JUNE 30, 1994

Question: 1t is my understanding that the Vetcrans Administration docs not allow lay
closers (o charge a closing, escrow or scitlement fee on veteran buyers even in
jurisdictions where all or part of this expense is customarily a buyer obligation. Since
this policy docs not have a slatutory basis and often results in cost shifting and the refusal
by qualificd closers to handle VA transactions, will the Velerans Administration consider
changing its position on this issue?

Answer: Under VA regulations at 38 CFR 36.4312, lenders making VA guaranteed
loans may charge veteran borrowers reasonable and customary fees for specific items
including appraisal fees, recording fees, credit reports, taxes and assessments, hazard
insurance, surveys (if required), title examinations and title insurance, and such other
items as may be authorized in advance by the Under Secretary for Benefits as proper
local variances. In addition to these specifically named items, lenders may charge the
veteran a 1% loan origination fee in lieu of all other charges relating to the costs of
origination. Fees other than those authorized by VA regulations, including closing,
escrow or settlement fees, cannot be paid by the veteran buyer.

VA is not aware of any difficulty getting VA guaranteed loans closed under the current
regulations governing charges and fees. No changes to the regulations are planned at this

time.

O
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